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GROUP EQUITY RETIREMENT FUND 


Balanced retirement programs 
provide guarantees through 
fixed-return investments plus 
long-term expansion through 
carefully selected common stocks. 
Your plan participates in Canada’s 
growth and is supervised by Canada 
Life’s Investment Division based on 
114 years of experience in investing 
savings for Canadians. 
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Would you like to invest like a millionaire ? 


Men with large amounts of money to invest can afford the import- 
ant advantages of hired financial guidance, continuous management, 
and wide diversification of investments. All of these advantages 
are available to you if you will take the time to talk to a Man from 
Investors. He will show how easy it is for you to become part-owner 
of more than 100 leading securities — how you can earn handsome 
dividends — how you share in long-term capital gains. All these 
benefits are available through a modest investment in Investors 
Mutual or Investors Growth Fund, supervised by Canada’s largest 
investment management company. 


See the Man from Investors — your 
best friend financially. He will prove 
that you, too, can invest like a million- = 
aire. Look up Investors Syndicate in |, Syn @diecate 
the white pages of your phone book. OF CANADA, LIMITED 
Ask for further information on Mutual Head Office: Winnipeg Offices in all principal cities 
Funds. There’s no obligation. 
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funds working. Call us for information on: 


V Government Bonds 

V Treasury Bills 

V Acceptance Paper 

V Prime Corporate Paper 


Company Treasurers- 
We can help you keep your short term 


McLeop, Youns, WEIR & COMPANY 


50 King Street West 276 St. James Street West 


Toronto Montreal 


EMpire 4-0161 Victor 5-4261 
Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


Here’s how busy people 


save TIME and 
MONEY ~= 


They bank by mail the B of M way. 

You can get full details without 
obligation at your nearest branch 
of the Bank of Montreal. Why not 


call in or write today ? 


Bank or MonrTrREAL 
Canadas First Sank 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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J. L. BIDDELL, C.A. (page 423) 

The number of bankruptcies in 
Canada in 1960 reached the highest 
figure in 27 years, which suggests the 
need for a close look at bankruptcy 
legislation, and in “The Bankruptcy 
Act — What is Wrong with Present 
Insolvency Legislation”, John L. Bid- 
dell makes some specific suggestions 
on how the Act might be revised. 
The author takes an entirely new ap- 
proach to some of the difficulties 
cited by businessmen, in particular 
his study of the introduction of the 
non-arms length concept to assist in 
eliminating fraudulent transactions. 
He also deals with the serious posi- 
tion in which the construction indus- 
try finds itself and the need to amend 
the Mechanics Lien Act. His article 
is a most timely one in view of the 
fact that a number of legal bodies 
are currently giving close attention 
to revisions to the Bankruptcy Act. 

For the past 13 years Mr. Biddell 
has directed the Canada-wide re- 
ceivership practice of The Clarkson 
Company Limited. During this period 
he has been active as a lecturer on 
bankruptcy law and practice and has 
served on numerous committees set 
up to study and recommend improve- 
ments in the various bankruptcy 
statutes. He has also written a num- 
ber of articles on this subject. He 
is a member of the Institute of Char- 
tered Accountants of Ontario. 


G. H. COWPERTHWAITE, C.A. 
(page 433) 

The article “Direct Costing: An 
Aid to Management Control” is a 
down-to-earth discussion on a cost- 
accounting technique which is being 
accepted more and more both by 
accountants and management as the 


best means of communic.ting the 
significance of cost-volume-profits re- 
lationships. Inevitably there are dis- 
advantages and the author deals with 
them, reaching the conclusion that 
the extent to which direct costing can 
be put to use will vary from company 
to company. 

Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Co. and is in charge of its 
Canadian management controls de- 
partment. He has had extensive con- 
sulting experience in Canada and 
other countries including Australia, 
South Africa and South America and 
has written numerous articles for this 
journal and other professional publi- 
cations. He is a member of the In- 
stitute of Chartered Accountants in 
England and Wales and of the In- 
stitute of Chartered Accountants of 
Ontario. 


J. E. DAVIDSON (page 438) 

Cash salary once was _ incentive 
enough for executives, but high tax 
rates today play an important and 
often decisive role in encouraging the 
consideration of other ways of provid- 
ing an adequate retirement income. 
A careful analysis of the current 
methods of financing executive re- 
tirement income is provided by J. 
Eldon Davidson in his article “Re- 
tirement Pensions for Executives”. 

Mr. Davidson is a director of The 
Wyatt Company, actuaries and em- 
ployee benefit consultants, and man- 
ager of the Ottawa branch of the 
firm. He was formerly assistant direc- 
tor of the government annuities 
branch in the Department of Labour 
where he developed the group an- 
nuity system. 


DERMOT BARRETT (page 445) 


“Centralization or decentralization 
must be evaluated in terms of their 
Continued on page 406 
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“Invaluable for all concerned with 
business budgeting.” 
—CANADIAN BUSINESS 


Budgeting 
Principles and Practice 


HERMAN C. HEISER, CPA, Partner, 
Lybrand, Ross Bros. & Montgomery 


Authoritative analysis oi budgeting as a 
prime management tool for business plan- 


ning, coordination, and control. Explains 
measurement of deviations irom expected per- 
formance standards—how to analyze quickly 
changes in net income and rate of return, how to 
control variable costs, etc. Illustrates budgeting 
practices of well-run companies; includes complete 
budget in final form. 1959. 415 pp. 


CONTROLLERSHIP 


J. BROOKS HECKERT, CPA; and 
JAMES D. WILLSON, CPA 


Incorporating examples from many indus- 
tries and practical techniques adaptable to 


companies of every size, book shows how 
to direct, coordinate, and control accounting and 
financial operations. Points up controllier’s role in 
helping to determine and execute management 
policies. Reviews control of major items on the 
income and balance sheet; discusses controller’s 
responsibility for each. 1952. 645 pp. 


OFFICE MANAGEMENT 
HANDBOOK 


HARRY L. WYLIE, Editor 

Widely used Handbook supplies quick ac- 
cess to all important advances in office 
organization, administration, operation, 
and equipment—gives practical answers to ques- 
tions of policy and procedure. Developed under 
the auspices of the National 

A » it stresses standard performance fac- 
tors, standard materials, and standard costs which 
can be applied to every type of organization. 
From the publishers of the Accountants’ Hand- 
book, Accountants’ Cost Handbook, and other 
definitive Handbooks for business and industry. 
Board of 32 Editors. 2nd Ed., 1958. eB, - 


USE THIS COUPON TO ORDER 


Please send books checked below: 


































(1) BUDGETING, Heiser sousbsjaveactnanseis RIE 
() CONTROLLERSHIP, 
Heckert-Willson “ $ 8.50 
() OFFICE MANAGEMENT HANDBOOK, 
2nd Ed., Wylie .. $12.00 





Enclosed find remittance in U.S. funds. 








Firm 
Ordered by 
Address 
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THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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Continued from page 404 

capacity to contribute to business re- 
sults and not as concepts which are 
necessarily good or bad in them- 
selves.” The foregoing quotation is 
from Dermot Barrett's article “Cen- 
tralization and Decentralization” in 
which the author discusses the con- 
trol function of each and shows that 
what may appear to be a centralized 
system of decision-making can, as a 
matter of fact, be a very democratic 
and decentralized system. The author 
points out, also, that the decentraliza- 
tion philosophy does not necessarily 
require that a firm be a large one and 
that it is quite possible to have de- 
centialization within the walls of a 
single plant. For this reason, execu- 
tives in both large and small firms 
who are looking for sound guidance 
on how an effective system of dele- 
gation of authority can best be or- 
ganized within the framework of a 
company will find much that is help- 
ful in Mr. Barrett’s article. 


The author, now associate professor 
of Commerce and Business Adminis- 
tration at Queen’s University, King- 
ston and chairman of the Executive 
Program, School of Business, was 
formerly associate director of the 
Banff School of Advanced Manage- 
ment. From 1954 to 1958 he was a 
consultant with Bois, McCay & As- 
sociates in the fields of organization, 
administration, management develop- 
ment and management practices. He 
holds a B.Sc degree in Psychology 
from McGill University and a Ph.D. 
in Industrial Economics from the Mas- 
sachusetts Institute of Technology. 


G. F. FRANCOLINI, C.A. (page 451) 


Growth of sales finance companies 
in recent years has been little short 
of spectacular. In the early days of 
their development, financing was con- 
fined primarily to automobiles and 
industrial equipment. Aside from con- 


Continued on page 408 
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with 
American 


Credit Insurance 


The moment your clients’ products are shipped, title passes...and their credit risk 
begins. From that point on, the only protection for their accounts receivable...for all 
the working capital and profit their products represent...is commercial credit insur- 
ance. An ACI policy, with new and broader coverage, is their soundest way to rescue 
profits that could otherwise be lost. Sound market expansion, too, is a major benefit of 


American Credit Insurance. They can confidently add more good 
customers, sell more to present customers. Today, as for 68 years, 
an ACI policy is important to sales progress and financial manage- 
ment. Available through insurance agents...or the local office of 
American Credit Insurance. 


AC BOOKLET EXPLAINS CREDIT 
INSURANCE ADVANTAGES 


Gives reasons for suggesting credit insurance to your customers. For 
copy, write AMERICAN CREDIT INDEMNITY COMPANY of 
New York, Dept. 43 , Montreal, Sherbrooke, Quebec, Toronto, 
Hamilton, Woodstock or Vancouver. 
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siderable growth in these areas, 
financing is now available for a long 
list of less durable merchandise. 
Hence, the condition of receivables 
is of prime importance in the valua- 
tion of a company’s position, and 
much of the responsibility for the 
development of this accounting data 
and for the audit report lies with the 
practising accountant. In his article 
“Auditing Sales Finance Companies” 
Geno F. Francolini analyzes the prob- 
lem and discusses specialized areas 


fF iy a ul which require other than normal audit 
techniques. 


Mr. Francolini has been associated 
f he : : 
si duane tncnadataaate! with Clarkson, Gordon & Co. since 
See 1954 and was appointed a manager 
and bookkeeping costs and avoid credit of the London, Ontario, office in 1959. 
Petre He is an honours graduate in business 
My administration from the University of 
way to convert their tied-up capital into Western Ontario 


working cash. 
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EDITORIAL (page 421) 

In order to meet its increasing res- 
ponsibilities in the business world, 
the accounting profession has been 
giving serious thought to the type 
of basic education and training re- 
quired in the future of those young 
men and women who want to become 
chartered accountants. It has already 
been recommended that after 1969 
only those with a university degree 
will be accepted, and this month’s 
editorial “Preparing for Change” by 
Peter S. Leggat, C.A. puts this aspect 


LOWEST RATES — FOR FULL DETAILS of the problem in review. 


PHONE OR WRITE Mr. Leggat is a partner in the Mon- 
treal office of Deloitte, Plender, Has- 
kins & Sells and chairman of the 
Provincial Institutes’ Sub-Committee 
on Long-Range Educational Planning. 
He is a past member of Council of 
the Institute of Chartered Account- 

AETNA FACTORS ants of Quebec and serves at the 

CORPORATION LImiTet present time on the Institute’s Com- 
mittee on Education and Examina- 
tions. 
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REPEAT PERFORMANCE 


Time, error and operator boredom are 
eliminated with the assured accuracy 
of Friden’s ‘Tape-Talk’ Systems. The 
Friden Flexowriter punches your vital 
information on tape as a by-product of 
all data typed. This provides accurate 
records for automatic handling of 


almost every communicative routine, 
plus figures necessary for inventory 
checks, sales breakdowns etc. Consult 
your local Friden representative for a 
demonstration. Joseph McDowell Sales 
Limited, 36 Mobile Drive, Toronto 16, 
Ontario, PLymouth 9-4121 


Friden Business Systems--Tape-Talk 





NOTES AND 


Ontario Merger with CPAs Defeated 

At a meeting of the Institute of 
Chartered Accountants of Ontario 
held on Wednesday, April 12, the 
plan to merge with the Certified 
Public Accountants Association of Ont- 
ario was defeated by a vote of 475 
against the merger to 422 in its favour. 
Two weeks earlier an opinion poll 
which was mailed to the entire 3900 
membership showed that, of the 70% 
who responded, 1715 were in favour 
of the merger and 1012 were opposed. 

After the vote had been announced, 
W. J. Ayers, president of the Ontario 
Institute, indicated that the matter is 
not closed and will be the subject of 
further study. 


New Publications Well Received 


The new CICA publication “Audit 
Reports — Their Nature and Signifi- 
cance”, a copy of which was sent in 
January to every chartered accountant 
and every bank manager in Canada, 
has had a wide sale since its release. 
Many firms of chartered accountants 
have taken advantage of the special 
quantity rate (60c each for 20 or more 
copies) to order sufficient copies for 
distribution to their clients. 


The French edition of this brochure 
is presently being prepared, and on 
publication, a free copy will be sent to 
every member of the Quebec Insti- 
tute. Any French-speaking chartered 
accountant who is not a member of 
the Quebec Institute may obtain his 
free copy by writing the Canadian 
Institute of Chartered Accountants, 69 
Bloor Street East, Toronto 5, Ont. 

Two other new publications, “The 
Principles of Estate Planning” and 
“Management Planning”, both contain- 
ing reprints of articles from The Can- 
adian Chartered Accountant, are also 


COMMENTS 


proving very popular. Each of these 
brochures may be obtained from the 
CICA at $2.00 a copy. 


Inter-American Accounting 
Conference 


The Organization Committee of the 
Sixth Inter-American Accounting Con- 
ference have announced that for the 
first time an Inter-American Account- 
ing Conference will take place in con- 
junction with an International Con- 
gress of Accountants. The conference 
will be held in New York Friday and 
Saturday, September 28 and 29, 1962, 
immediately after the Eighth Inter- 
national Congress, details of which 
first appeared in the February issue of 
this journal. On Wednesday morn- 
ing, September 26, there will be a 
special preliminary meeting of the 
heads of the several delegations at the 
Waldorf-Astoria Hotel. The theme of 
the congress will be “Auditing and Fi- 
nancial Reporting in The World 
Economy”, and the plenary sessions of 
the Sixth Inter-American Conference 
will be limited to the discussion and 
approval of reports submitted by the 
permanent secretary and permanent 
committee of the conference. In ac- 
cordance with established precedent, 
there will be a registration fee for the 
Eighth International Congress, but 
there will be no registration expenses 
for those attending the Inter-American 
Conference. In announcing plans for 
the meeting, the Organization Com- 
mittee emphasized the contribution 
that the conference can make in the 
relationships between people and 
among nations, and expressed the 
hope that all accountants of the Am- 
ericas will try to attend this imvort- 
ant conference. Provision will be 
made for a banquet and the entertain- 
ment of delegates’ wives. 

Continued on page 412 
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Multigraph Multilith Offset 
Duplicator Model 1000 


A NEW, 
ECONOMY-PRICED, 


ALL-PURPOSE 
OFFSET DUPLICATOR 


NMultilith 
MODE (ow 


Compact—designed for big production, yet occupies less 
space than a secretary's desk. Handles up to 1000 20-ib 
sheets without reloading. 


Self-contained—storage space for masters, papers anc 
other supplies. No stands or special tables required 


Economy-priced—with many features never before offerec 
in low-cost offset duplicators 


Quality copies—up to 110 per minute! All reproductions 
including halftones, are clear, sharp and permanent 


The new Model 1000 is so flexible it meets ALL general 
duplicating requirements. Low in price, simple to operate. 
Pays its way many times over in business and associa- 
tions of every size and description. Ask the Man from 
A-M for a demonstration. Contact your nearby A-M 
office or write Addressograph-Multigraph of Canada 
Limited, 42 Hollinger Rd., Toronto 16, Ontario. 


~ Addressograph-Multigraph 


VV CUTTING COSTS §8 GQUR BUSINES €E 
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Presidential Recommendation 

In January CICA president J. A. 
Wilson spoke to a conference on un- 
employment sponsored by the Winni- 
peg and Canadian Chambers of Com- 
merce. His remarks, in which he sug- 
gested the creation of a Department 
of Planning and Development in the 
Federal Government, have occasioned 
widespread comment. Newspapers 
across the country have noted these 
comments, and the March issue of 
Western Business has quoted exten- 
sively from his talk. 


Internal Auditors Conference 

The Montreal Chapter of the In- 
stitute of Internal Auditors are hosts 
for the 20th International Conference 
of that Institute to be held at the 
Queen Elizabeth Hotel, Montreal 
from May 21 to 24. The theme of the 
conference is “Promote Modern In- 
ternal Auditing Concepts”, and inter- 
nationally known leaders in business 
will address the meeting or lead in 
group and seminar discussions. 


UWO Management Training Course 

The University of Western Ontario 
School of Business Administration has 
announced the 14th annual manage- 
ment training course to be held on 
the campus of the university from 
July 30 to September 1, 1961. De- 
signed for middle and senior manage- 
ment men over 35 years of age, the 
course will stress effective organiza- 
tional behaviour — the working out 
of human problems in management, 
using the case study method. Other 
class sessions will deal with adminis- 
trative problems in manufacturing, 
marketing, cost and financial adminis- 
tration, labour and business policy. 
Fee for the course is $900, and appli- 
cation forms may be obtained from 
the Director of the Management 
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Training Course, University of West- 
ern Ontario, London, Ontario. 


Business Failures in 1960 

Bankruptcies in 1960 numbered 2.- 
699, an increase of 21% over the 1959 
total of 2,229. Defaulted liabilities 
rose to an estimated $148,253,000 from 
$95,786,000 in 1959. 


NOMA Certificate Course 

Starting in the fall, the Toronto 
Chapter of the National Office Man- 
agement Association will sponsor a 4- 
year evening study course for office 
managers at the University of Toron- 
to. On completion of the course, suc- 
cessful candidates will be entitled to 
use the designation “C.O.A.” — Certi- 
fied Office Administrator. The course 
will be patterned along the lines of a 
similar course which has been offered 
for the past two years by the Van- 
couver Chapter of NOMA. 


1960 Solutions Available 


Candidates for the forthcoming uni- 
form examinations in June will be glad 
to learn that the suggested solutions 
to the 1960 examinations are now 
available in booklet form from the 
Canadian Institute at $1.00 a copy. In 
addition, the helpful guide for exam- 
ination preparation “Chartered Ac- 
countant Examinations in Canada” has 
just been published in a revised edi- 
tion and may be obtained at 50c each 


Conference on Petroleum Accounting 

The 8th Annual Western Canada 
Conference on Financial Management 
and Petroleum Accounting will be 
sponsored by the Petroleum Account- 
ants Society of Western Canada at the 
Banff School of Fine Arts and Centre 
for Continuing Education on May 18 
and 19. Speakers at the conference 
will include A. F. Down, president, 
British Petroleum Co. of Canada, Tor- 
onto; S. P. Porter, Arthur, Young & 


Continued on page 414 
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IF YOU'RE STILLUSING PEN AND INK BOOKKEEPING THIS MAY 
WELL BE THE MOST GENEROUS OFFER YOU'VE EVER READ— 


POST ACCOUNTS:::::.: 


that Monroe 


Machine Accounting will 

RECEIVABLE simplify your figuring 
ince camp aaatian ‘processes, Socertaii that 
it will save you time and money, that we offer 

FREE a way to post your Accounts Receivable abso- 


lutely free for one whole month. 


The offer is 
FOR ONE MONTH =: 

Accept the 
use of a Monroe President Accounting Machine, all neces- 
sary forms, help in transferring balances from books and 
thorough instructions to your operator, all absolutely free 
for one whole month. There is no obligation if you are not 
convinced that the Monroe Accounting Machine is more than 
worth its cost. For full details on this unusual offer write: 
Accounting Machine Division, Dept. 5, Monroe Calculating 
Machine Co., Orange, N. J. 

Discover the growth and profit-ability that can be yours 
with Monroe Machine Accounting. Discover why thousands 
of successful businessmen all over America call the Monroe 
Accounting Machine “The Money Machine.” It saves valu- 
able time, saves money by lowering accounting costs .. . 
makes money by freeing capital to grow on. 
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Monroe Calculating Machine Company of Canada, Ltd., 
Toronto © Offices throughout Canada. 
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Bankruptcy Law 
or CANADA 


by Lloyd W. Houlden 
and Carl H. Morawetz 


ginal 
Bankruptcy Act in 1919. 


This work draws on the authors’ practical 
experience of problems that have arisen in 
this field and is a basic source of informa- 
tion for every bankruptcy practitioner, 
whether lawyer, trustee, accountant, or 
credit manager. 


$21.00 


THE CARSWELL CO. LTD. 
145 Adelaide Street West, 
Toronto 1. 


Continued from page 412 


Co., Tulsa, Okla.; R. B. Armstrong, 
executive vice-president, Chrysler 
Corp. of Canada, Windsor; R. I. Reul, 
coordinator, industrial engineering, 
chemical division, Food Machinery 
and Chemical Corp., New York. F. 
J. Mair, C.A., Hudson’s Bay Oil & Gas 
Co. Ltd., Calgary, will chair a panel 
discussion on various accounting, fi- 
nancial and tax problems of unitiza- 
tion. Chairman of the conference 
committee is K. T. Allison, C.A., Triad 
Co. Ltd., Calgary. 


Student Education Report 

A revised edition of “Student Edu- 
cation and Examinations in Chartered 
Accountancy” (the Smyth Report) has 
now been completed. This is a sum- 
mary of information on the various 
aspects of training and examinations 
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of students in the Provincial Institutes 
of Chartered Accountants. 

Those interested in recruitment, 
education and training of students will 
find the survey valuable, particularly 
if they are dealing with students in 
several provinces. 

Copies are available for reference 
at the executive offices of each of the 
Provincial Institutes. 


Scottish President 

Graham A. Usher, M.B.E., T.D., 
C.A. was elected president of the In- 
stitute of Chartered Accountants of 
Scotland for 1961-62. 


Gross National Product 


Canada’s gross national product for 
the year 1960 was at $35,959 million, 
about 3% above the 1959 level. Physi- 
cal volume of output was estimated 
to be about 2% above the preceding 
year, with final product prices higher 
by nearly 1.5%. 


In the News 

W. J. McDoveatt, F.C.A. (Ont.), 
Professor of Accounting, Carleton 
University, Ottawa, has accepted a 
5-month appointment as Professor of 
Accounting at the University of Well- 
ington, Wellington, N.Z. 


CURRENCY EXCHANGE RATE 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., March 31, 
1961: 

Australia (pound) 2.22%; Belgium (franc) 
.01990; Denmark (kroner) .1438; France 
(franc) .2025; Germany (d. mark) .2500; 
India (rupee) .2093; Italy (lira) .00161; 
Mexico (peso) .0800; Netherlands ( guilder ) 
.2760; New Zealand (pound) 2.77%; Nor- 
way (kroner) .1390; Sweden (kronor) 
-1921; Switzerland (franc) .2296; Union of 
South Africa (rand) 1.40; sterling in Can- 
ada, 2.76%-2.77%; sterling in New York, 
2.79%-2.80%; U.S. dollars in Canada, 1%-1% 
discount. 
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ACCELERATED DEPRECIATION AND 
EQUIPMENT LEASING °OT!), SAN S4ve 


YOU MONEY! 









Accelerated depreciation is 

in the news. The recent Gov- 
ernment Supplementary Budget 
contains a revision to the Income 
Tax Act that will allow companies, 
under certain limited conditions, to 
take accelerated depreciation on 
new capital equipment. The rising 
cost of replacing machinery and 
the rapid technological changes 
that render much equipment obso- 
lete have left normal depreciation 
allowances outmoded. Though this 
news is a welcomed boost for busi- 
ness, it is still limited to specific 
conditions. 
@ Alert Canadian businessmen 

have utilized our equipment 
leasing service to provide them 





320 BAY STREET, TORONTO 1 


with a form of accelerated depre- 
ciation ... on both new and used 
equipment. Under a true lease 
agreement the lessee can write off 
the cost of the equipment over a 
period of economical usage with- 
out regard to normal depreciation 
allowance. This can result ina 
substantial cash savings through 
tax deferment. 


Canadian-Dominion lease a 

full range of equipment from 
typewriters to machine tools. We 
would like to suggest that you may 
be interested in discussing an 
equipment leasing program de- 
signed to meet your firm’s par- 
ticular requirements. For further 
information, contact: 


CANADIAN-DOMINION LEASING 


CORPORATION LIMITED 
e TELEPHONE: EMpire 3-4021 





Residential, 
industrial and 
commercial 


MORTGAGE 
LOANS 


Available at current rates. 


ROYAL TRUST 


ne CANADA’S LEADING EXECUTOR AND TRUSTEE 
an OFFICES ACROSS CANADA AND IN LONDON, ENG 
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CORRESPONDENCE 


Montreal, Que., Mar. 7, 1961 
Leasing vs. Owning 


Sir: I enjoyed very much Kenneth R. 
Lavery’s article on “The Pros and Cons of 
Leasing” (CCA, February 1961). However, 
I would suggest approaching the problem 
by asking the following question: 


Is leasing being considered as a means 
of financing? 

In the majority of cases the answer is 
yes. If leasing is regarded as a source of 
financing, surely the next natural question 
is to ask what is the effective cost of this 
financing? By this question we do not mean 
the rate of return to the lender (ie. the 
landlord); we mean the effective cost to 
the borrower (i.e. tenant or lessee), allow- 
ing for all pertinent considerations such as 
the tax deductibility of the rental pay- 
ments and loss of capital cost allowance 
on the asset rented. It would obviously 
be convenient to have this cost expressed 
in the form of an interest percentage com- 
parable with the effective after-tax cost 
of other forms of borrowing, such as bank 
or debenture interest. How can this be 
done? 


The problem can be dealt with efficiently 
using the discounted cash flow technique as 
illustrated in Administrative Accounting, 
CCA, December 1957. In the example in 
Mr. Lavery’s article the effective cost of 
leasing can be calculated to be 6%%. This 
is the interest cost to the borrower of this 
form of financing after all tax considera- 
tions. Specifically, 64% is the rate necessary 
to discount the net rental payments (less 
tax credits and taking into account the 
loss of capital cost allowances), to equal 
the cost of immediate purchase. 


How do we determine whether borrow- 
ing at this rate is justified? 

It is almost a truism that we would not 
borrow at the high rate of 6%% (after 
income tax) unless we could invest the 
funds obtained to achieve an even higher 
return. In the article the rate of return 
on investment was assumed to be 15% (30% 
less taxes of 50%). 


In many, if not most, cases the funda- 
mental criterion must be the cost of al- 
ternate borrowing. The cost of financing 
at 64% (after taxes) through leasing must 
be set along side the rate of only about 3% 
(5%% or 6% less income taxes of 50%) for 
prime bank loans or debentures. Stated 
conversely, a debenture issue would have 
to bear interest at 13% (ie. 6%% after 
credit for taxes of 50%) for the cost to be 
equivalent to leasing. 

J. W. Crowe, C.A. 


St. Thomas, Ont., April 3, 1961 
Public School Accounting Varies 


Sir: In your April issue Mr. Claude H. T. 
Hulme, C.A. has written an article on public 
school accounting. As you know, education 
comes within the jurisdiction of the prov- 
ince, and the laws differ. Presumably Mr. 
Hulme has covered this subject from the 
Quebec viewpoint. There are important 
differences in Ontario. Here are a dozen of 
them: 


1. Rural school boards are not elected by 
ballot but at a school meeting. 

2. Municipal assessment roll — school 
boards in Ontario do not prepare a 
valuation roll. 

School boards in Ontario have no au- 
thority to set up a court of revision 
except in unorganized territory. 
School boards in Ontario do not ad- 
just assessments even where there is a 
union section or township school area 
running into another municipality. 
School boards do not fix the mill rate. 
This is done by the municipal council. 
Approval of the budget by the De- 
partment of Education is not required 
in Ontario. 
School boards do not keep collector's 
rolls except in unorganized territory. 
Tax bills are sent out by municipal of- 
ficials. 
There is no charge by the municipality 
for collecting taxes. 

10. Separate school taxes in Ontario are 

Continued on page 418 
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DO YOU KNOW? 


Questions 


1. 


The proceeds of life insurance owned by a 
corporation controlled by the deceased and 
payable to such corporation are wholly includ- 
able in his estate for estate tax purposes. 


Monies deposited with an insurance company 
are deemed, for estate tax purposes, to be situ- 
ated in the Province where the head office of 
such company is located. 


The proceeds of insurance owned by an em- 
ployer on the life of a deceased employee and 
not payable to the employer are includable 
in the estate of the life insured for estate tax 
purposes. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers 


1. 


False. Section 3(1)(m)(ii) of the Estate Tax Act prescribes 
a deduction equal to total net earnings for the last com- 
plete 5 years preceding death. 


False. Such monies are deemed to be located where the 
the deceased was domiciled at the time of his death. 


True. 
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no higher for corporations. There is 


Paperwork Savings no distribution according to the school 


" census. 

Your Clients Need . Public school boards do not issue de- 

or bentures except in unorganized terri- 
tory. 

QUESTION: wet iwtiutsesiees . Cost of high school is not charged to 
Who con eee ay public school boards, but to all tax- 
a 3 payers in the high school area whether 
G&T . public or separate school supporters. 

MULTIPLE B. T. STEPHENSON, C.A. 


FORMS 
(Carbon Toronto, March 30, 1961 


Snap Sets)  & T produces carbon A Bouquet : 
snap set and hot spot Sir: I have been a subscriber to your mag- 


ANSWER: = ro azine, The Canadian Chartered Accountant, 
—Any firm processing 25 invoices for several years and I look forward eagerly 

or more per day and requiring forms to receiving each new monthly issue. The 
of 3 parts or more. magazine contains many articles ranging 
FORM IDEA LIBRARY: Thousands over a variety of current business topics. 


of helpful ideas on file: Phone HI . ‘ 
46671 (Toronto) or write 88 Green The Canadian Chartered Accountant is 
ot Dr. Don Mills, Ont. one magazine I would not be without. I 


thought you would like to have these few 
remarks from a well-satisfied subscriber. 


Eis Be yoy J. G. W. SHave. 
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OFFICE SUPPLIES = PRINTING = BUSINESS FURNITURE Dun & Bradstreet of Canada Ltd. 


Government of Canada Bonds 


and Treasury Bills 
Provincial and Municipal Bonds 


Public Utility and Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPORATION LIMITED 
Established 1901 


Offices in principal Canadian cities, New York, Boston, London, Eng. 


50 King Street West, Toronto, EM. 6-8181 














TECHNICAL 


“KNOW-HOW”... 


The story of this small manufacturing 
company which obtained term financing 
for an urgently-needed new plant from the 
Industrial Development Bank _ illustrates 
the kind of financial assistance which IDB 
has been providing to Canadian industry 
for the past sixteen years. 


The business was started in the early 
1950’s, by a post-war immigrant to Canada, 
to manufacture a specialty chemical pro- 
duct not then produced in this country. 
George X, the owner, had acquired the 
technical “know-how” through previous ex- 
perience in the industry in Europe and there 
was never any real difficulty about turning 
out a good quality product at a price fully 
competitive with imports supplying the 
Canadian market. 


The problem was to win consumer 
acceptance for the Canadian product. Sales 
grew slowly for the first few years until, 
quite suddenly, a turning point was 
reached — one large order followed another 
and the small plant was forced into a 
three-shift operation to meet the booming 
market demand. Expansion became a 
pressing necessity, and George X applied 


and 


for an IDB loan to help finance a new 
building and more equipment. 





The company’s building plans and spe- 
cifications were carefully reviewed by IDB 
engineer officers and, when the overall cost 
of the expansion project was established, 
the Bank was able to approve a loan which, 
together with the proceeds of sale of the 
old plant, covered the required expendi- 
tures. 


Within a few weeks the company’s new 
and larger plant became a reality — add- 
ing another to the list of over 3,500 in- 
dustrial enterprises assisted by IDB to 
enlarge employment opportunities for Can- 
adians and to help quicken the industrial 
development of the country. 


The Industrial Development Bank was 
established to provide financial assistance 
to small and medium-sized industrial en- 
terprises* unable to obtain satisfactory term 
financing through other channels. For 
further information, and a _ descriptive 
booklet, you are invited to write or visit 
the nearest IDB office, or consult your 
auditor, lawyer or chartered banker. 


P.S.—We _ have made a colour movie based on the case of another company assisted by 
IDB financing. If an organization or group in your community would like to have it 
shown, the nearest IDB office will be glad to make the arrangements. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax. 


*I.D.B. can consider proposals for financial assistance in these activities: 


manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 


a mine or quarry, drilling, construction, engineering, technical surveys or scientific 
research, generating or distributing electricity or operating a commercial air service, 
or the transportation of persons, or supplying premises, machinery or equipment 


under lease to any business mentioned above. 
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Editorial 


PREPARING FOR CHANGE 


Ir 1s BECOMING increasingly clear that the scope of professional ac- 
counting services by chartered accountants has been expanding 
rapidly. More and more the profession is being called upon to resolve 
difficult and complicated business problems, and taxation in all its 
aspects requires constant study. Management advisory services have 
advanced beyond all expectations, and developments in accounting 
machinery and in the field of electronics have progressed to the point 
where the recording of accounting information is no longer a simple 
matter. If a high standard of proficiency in these fields is to be main- 
tained, it is essential that we keep pace with these developments. 
How, then, can the profession be sure of meeting this challenge? 

As a first step, a general recommendation has been made that, 
beginning in 1970, only those applicants with a baccalaureate degree 
from a recognized Canadian university, or the equivalent, will be 
accepted as students-in-accounts. It is important to realize that the 
above proposal does not apply specifically to the Bachelor of Com- 
merce degree and, therefore, in planning, we should not lose sight 
of the potential of the Bachelor of Arts, Bachelor of Science and 
other recognized degrees. This recommendation is receiving general 
acceptance at council levels, but before the steps leading to transi- 
tion can be taken, it will require the full support of all members. 
A summary of the Provincial Institutes’ Long-Range Educational 
Planning Second Annual Report on pages 459-462 in this issue of The 
Canadian Chartered Accountant deals with the problem in greater 
detail. 

Traditionally, the supply of students has been provided, for the 
most part, by the high schools, and the effect of the above recom- 
mendation will be to cut off this main source of supply. Although many 
practising firms employ university graduates, it is quite evident that 
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the present supply will not fill the demand. However, there is every 
indication that the number of university graduates will be increased 
by the end of 1969, and this being so, it is hoped that the profession 
will be able to obtain a supply commensurate with its needs. 

Competent service depends to a great extent on a high standard 
of technical education and training, and the future of our profession 
will rest basically on the success which is attained in this area. The 
quality will only be as good as the teaching and practical advice which 
is received. This, then, is the area of greatest importance and must 
have constant attention if the calibre of product is to be maintained 
in this atmosphere of changing conditions. 

Course content must be subject to constant review if the know- 
ledge of the chartered accountant is to be broadened. Committees 
should keep watch on developments to decide when new subject 
matter should replace old in the syllabus. Should we, in the approach 
to auditing, be thinking about courses in advanced mathematics? How 
deep an understanding is required of basic management problems? 
These and many others are subjects which should receive attention. 

The whole area of practical training needs study. Standards of 
instruction vary across the country depending on circumstances, and 
new ideas and techniques should receive proper coordination. Much 
must be accomplished over the next few years if a high degree of 
competency is to be maintained. 

Continuing education is a new area which is being explored. 
Where this fits into the pattern of education has yet to be determined, 
and decisions will be required concerning the division of subject 
matter. This represents a constructive move in the preparations which 
are being made for the future. 

All members must realize that they will have to adapt to new 
conditions. Technical education and training will require new ap- 
proaches, and continuing education should be brought into proper 
focus. These are some of the changes which should take place over 
the next ten years. Surely, this is a challenge which must be met 
if the profession expects to hold its enviable position in the business 
community. 
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The Bankruptcy Act 


JOHN L. BIDDELL, C.A. 


Do we presently have adequate bank- 
ruptcy legislation? Any answer to this 
question depends on the purpose in- 
tended for our bankruptcy laws. 

The proper purpose of our insolv- 
ency legislation is: 

1. To provide a means whereby an 
unfortunate or even stupid debtor 
can wipe the slate clean and ob- 
tain a fresh start. 

2. To provide orderly and equitable 
procedures for realizing on the 
assets of an insolvent debtor for 
the benefit of his creditors or to 
enable a debtor with the approval 
of his creditors to work out a plan 
for the reorganization of his 
affairs. 

3. To provide a lender with reason- 
able protection against dishonest 
acts by the borrower which occur 
subsequent to the granting of the 
credit. 


The Non-Business Bankrupt 


Many suggestions have been put 
forward in recent months for amend- 
ment to the Bankruptcy Act to pre- 
vent a debtor who is not carrying on a 
business and who has accumulated 
personal liabilities he cannot meet 
from making an assignment and ob- 
taining a discharge. For the most 
part these recommendations have 


come from persons and organizations 
primarily concerned with the collec- 
tion of overdue debts. 


Consumer credit and the extension 
of personal loans appear to have de- 
veloped considerably ahead of the 
availability of adequate credit in- 
formation. Such credit is usually sup- 
ported in the first instance by some 
form of security such as a conditional 
sale lien or a chattel mortgage. If the 
lender is not sufficiently well protect- 
ed by his security, he may eventually 
resort to his right to garnishee. Fre- 
quently a debtor who finds his earn- 
ings garnisheed must seek a discharge 
of his debts through bankruptcy; 
otherwise he cannot retain his job or 
support his family. 

The Bankruptcy Act contains a sec- 
tion called “Summary Administration” 
which is provided for the bankruptcy 
of individuals whose assets amount to 
less than $500. It has been suggested 
that these procedures are frequently 
abused and should be eliminated. 
Rather than eliminate the summary 
administration procedures, they could 
be incorporated into a special part of 
the Act made applicable to bankrupt- 
cies of individuals not engaged in 
carrying on a business. A_ study 
should be made of the need for spe- 
cial provisions in this part of the Act 
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applicable to the “non-business” 
debtor, but care should be taken to 
see that any new restrictive measures 
are not just concessions to protect 
lenders from their own errors in 
judgment. 


Realization of Bankrupt’s Assets 

Many problems exist in the pro- 
cedures required by the Act in this 
area; to mention only two, the rights 
of the Crown and the claims of em- 
ployees of the bankrupt. 


Dealing with the rights of the 
Crown, there is the question not only 
of the priority which the Crown 
claims over other creditors under sec- 
tion 95 of the Act, but also of the 
priorities which various Crown agen- 
cies are attempting to obtain through 
other legislation which claims to 
supersede the Bankruptcy Act. Under 
the Financial Administration Act it 
has been provided that, where a bank- 
rupt had deducted any funds from 
employees’ earnings for the purchase 
of Canada Savings Bonds and had 
not purchased the bonds for the em- 
ployees, the Crown is entitled to a 
first charge on all of the unencum- 
bered assets of the estate for the 
amount of the funds owing to the em- 
ployees for such deductions. Under 
the Financial Administration Act the 
Crown then undertakes to reimburse 
the employees. A recent amendment 
to the Unemployment Insurance Act 
now provides for a similar priority 
for amounts owing to the Unemploy- 
ment Insurance Commission. 


When the Bankruptcy Act was re- 
vised in 1949, one of the major 
changes was the recognition of the 
principle that all unencumbered 
assets should be realized by the 
trustee and then distributed in accord- 
ance with a scheme of priorities set 
out in section 95. In this section the 
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costs of administering the estate are 
properly a first charge, and then fol- 
low such items as wages, rent, etc., in- 
cluding the claims of the Crown. In 
the two statutes referred to above this 
principle has now been rejected. 
While it is recognized that both sav- 
ings bond deductions and unemploy- 
ment insurance premiums are entitled 
to a priority, the priorities should be 
provided in the Bankruptcy Act, not 
in some other statute which arbitrar- 
ily attempts to interfere with it. 


A further matter concerning claims 
of the Crown is that of a liability by 
the bankrupt to the Crown or a 
Crown agency arising from a contract- 
ual obligation rather than a statutory 
one. There have been cases where a 
bankrupt has incurred substantial 
liabilities to the Crown or a Crown 
agency on a construction contract or 
through some other contract entered 
into in the normal course of its busi- 
ness. There appears to be no valid 
reason why other creditors should 
suffer subordination to the claims of 
the Crown on a contractual obligation 
of this nature. 


An inequity presently exists, and a 
major problem of administration oc- 
curs as a result of the confinement 
of the priority granted to wages in 
section 95 of the Act to the earnings 
in the three months prior to the bank- 
ruptcy. When the Act was revised in 
1949, statutory vacation-pay legisla- 
tion was unheard of and the practice 
of multi-deductions from employees’ 
earnings by the employer was not 
nearly so prevalent. The Act should 
clearly be amended to provide that all 
holiday pay owing to employees and 
all amounts deducted from employees’ 
earnings, and not remitted to the ap- 
propriate agency at the date of bank- 
ruptcy, should be entitled to priority 
under section 95. 
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THE BANKRUPTCY ACT 


Unsecured Creditors 

When the Bankruptcy Act was re- 
vised in 1949, new provisions were 
written into Part III of the Act to 
facilitate the settlement of the claims 
of unsecured creditors of a debtor 
who wishes to reorganize his affairs 
and continue in business rather than 
liquidate in bankruptcy. These pro- 
visions, known as the proposal sec- 
tions, have worked very well and 
permitted many businesses to be re- 
habilitated with savings to all con- 
cerned. 


There is however a serious deficien- 
cy in Part III of the Act which has 
prevented the working-out of many 
business reorganizations which might 
otherwise have been possible. There 
is a clause to be found in practically 
all leases and trust deeds which pro- 
vides that if the debtor commits any 
act of bankruptcy or avails himself of 
any statute for making a settlement 
with his creditors, the lease shall be 
subject to cancellation or the terms 
of the trust deed shall be deemed to 
be in default. 


The effect of these clauses is to 
make it difficult for a debtor and his 
unsecured creditors to reach a mutu- 
ally satisfactory agreement by way of 
a proposal under the Bankruptcy Act, 
even though the arrangement in no 
way affects the landlord or the bond- 
holder. 


A Recent Example 

A forceful example of this problem 
is the case of a large mining com- 
pany which went into receivership in 
1959 and into bankruptcy in 1960. 
Neither of these events need have oc- 
curred if the Bankruptcy Act dealt 
adequately with this problem. The 
company had an outstanding issue of 
about $29 million of mortgage bonds 
secured in part by a floating charge 
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on all of its assets. Neither principal 
nor interest was in default on the 
bonds, but when delays were experi- 
enced in getting the mine into pro- 
duction, suppliers’ claims became bad- 
ly overdue, the bank refused further 
credit and the trustee acting for the 
bondholders took possession of all the 
company’s assets. 


The problem could have been 
solved without a receivership or bank- 
ruptcy since the unsecured creditors, 
whose claims amounted to about $6 
million, would have agreed to a 
short moratorium on their claims if 
this could have been arranged under 
Part III of the Bankruptcy Act. How- 
ever, the trust deed securing the bond 
issue contained the usual provision 
creating default in the bonds if the 
company resorted to the Bankruptcy 
Act procedures, and as a result the 
bondholders obtained the opportunity 
to seize their security and freeze the 
claims of all other creditors. 


In such circumstances great hard- 
ship usually results to everyone but 
the bondholders. In most Canadian 
bond issues there is a floating charge 
on all assets by way of additional se- 
curity. There has been a great deal 
of complaint in recent years against 
the alleged injustice of the floating 
charge. Its effect on other creditors 
is particularly vicious when default 
occurs; not even the employees can 
collect their unpaid wages. 


While this form of security may 
seem unfair to some, there is no doubt 
that in many instances capital to sup- 
port business ventures would not be 
available without it. 


In a number of instances the Bank- 
ruptcy Act clearly provides that its 
provisions shall take precedence over 
provincial legislation or the terms of 
private contracts. Such a provision 
is urgently required in connection 
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with Part III of the Act to make it 
clear that a debtor and his unsecured 
creditors may use the machinery of 
the Act to arrrive at a settlement 
which affects only themselves without 
artificially creating a default in a 
lease or a secured creditor’s contract. 
As a minimum, section 40 of the Act 
might give to the courts the power to 
prevent landlords or secured creditors 
from availing themselves of this tech- 
nical default provision in their con- 
tracts in circumstances in which, in 
the opinion of the court, the position 
of the creditor concerned is not other- 
wise prejudiced. 


Rights of Lienholders 

Another problem which is arising 
quite frequently in this area occurs in 
the construction industry and con- 
cerns a project such as an apartment 
building or school where the general 
contractor has become insolvent while 
the structure is in process of com- 
pletion. A great many of the unpaid 
suppliers will have lien rights and, to 
protect themselves, usually place a 
lien on the project. Frequently, it is 
quite apparent to the major creditors 
involved that they should act together 
to complete the project and that if 
they do so they will likely recover a 
substantially larger part of their claim 
than if they merely rely on their right 
to lien. Failure to work together in 
this fashion will inevitably result in 
the owner of the structure letting a 
new contract for the completion work 
and using up all of the unpaid bal- 
ance on the contract permitted by the 
Lien Act. 

The only machinery which present- 
ly exists in the law to permit such 
an arrangement is the kind pro- 
vided by section 32 of the Ontario 
Mechanics’ Lien Act which states that 
the court may appoint a trustee to 
deal with the property concerned un- 
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der its direction. While on the face 
of it section 32 would appear to be 
workable, the writer’s experience has 
been that because of the inevitable 
delays and the possibility of appeal 
setting aside decisions made by the 
court, recourse to section 32 of the 
Lien Act in these situations is usually 
ineffective. 


Machinery for Agreement 

The basic need in situations of this 
kind is for legislation which will re- 
quire the minority group of lien- 
holders to agree with and be bound 
by a plan for the salvage of the pro- 
ject put forth and supported by the 
majority of the lien creditors for the 
benefit of the whole group. At the 
present time no such machinery 
exists, and creditors must either at- 
tempt to develop an agreement 
among themselves to which every 
lienholder will agree to become a 
party or else resort to the machinery 
of section 32 of the Lien Act. The 
writer has attempted, on a number of 
occasions, to develop and put into 
effect a private agreement between all 
members of a group of creditors who 
hold a lien on a single project. He 
found that even in those cases where 
there were obvious benefits in the 
plan for all lienholders, it has been 
most difficult to obtain the support of 
every single creditor. Problems in- 
evitably arise because of the failure 
of certain creditors to understand the 
plan, because of delay which such 
creditors cause through failure to ob- 
tain proper legal advice, and occasion- 
ally because of tie attempt by certain 
creditors to block the whole scheme 
in the hope that the rest of the group 
will pay them off in full in order that 
the plan can be put in motion. 

It does appear that what is needed 
in these circumstances is machinery 
such as that provided under the Bank- 
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THE BANKRUPTCY ACT 


ruptcy Act or the Companies’ Cred- 
itors Arrangement Act wherein a plan, 
receiving the approval of a majority of 
the creditors and the sanction of the 
court, will be binding on all of the 
creditors involved. Neither of these 
Acts presently can bind a lienholder 
on a single property to deal with his 
lien in accordance with a plan sup- 
ported by the majority of the other 
lienholders on the same property. 
There appears no good reason why 
the provisions of these two Acts 
should not apply in such circum- 
stances, however, to those creditors 
who have identical rights (except as 
to amounts) under the Lien Act. This 
could be accomplished by providing 
that creditors who are entitled to a 
lien against the same property, in 
voting on the proposal or the plan of 
compromise or arrangement, should 
be dealt with as a separate class of 
creditors distinct from those who do 
not have such lien rights. 

Certain amendments would be re- 
quired in the Mechanics’ Lien Acts to 
give effect to this suggestion. Con- 
sideration should also be given to 
amendments which might be required 
in the Bankruptcy Act or the Com- 
panies’ Creditors Arrangement Act for 
this purpose. One such amendment to 
the Bankruptcy Act would be needed 
to empower a trustee acting in a 
bankruptcy to initiate a plan of settle- 
ment under Part III of the Act. The 
trustee presently has no such powers. 


Deficiencies of Bankruptcy Act 

The Bankruptcy Act is neither in- 
tended nor designed to protect the 
businessman or punish the debtor for 
fraud or misrepresentation which 
leads to the granting of the credit. If 
credit is granted because of fraud- 
ulent acts or misleading information 
given by the debtor, creditors should 
not look to the Bankruptcy Act to 
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provide punishment. The Act at- 
tempts to provide remedies for fraud- 
ulent practices by which debtors may 
attempt to defeat their creditors by 
improperly dealing with their assets. 
The means by which a debtor in- 
duced a creditor to grant the credit, 
however, is not really the concern of 
the Bankruptcy Act. 


Is the business community ade- 
quately protected by our present 
Bankruptcy Act? It seems that our 
Bankruptcy Act is designed to do two 
things: first, to permit the unfortun- 
ate or even the stupid debtor to wipe 
the slate clean and get a fresh start, 
and secondly, to assist his creditors in 
recovering what is rightfully their 
due, so far as the debtor’s assets will 
permit. 

All too frequently, however, the 
provisions designed to assist the un- 
fortunate or stupid debtor become the 
tools of the unscrupulous and clever 
debtor who uses them to cheat and 
defraud and then stay safely beyond 
the reach of his creditors. In addition, 
a number of the provisions designed 
to prevent fraudulent practice by 
debtors have shown themselves to be 
inadequate. These are the most seri- 
ous defects of our present Act, and 
the time for amendments is long over- 
due. 


The deficiencies in this aspect of 
our bankruptcy legislation could 
largely be summed up in the state- 
ment, “The Bankruptcy Act does not 
adequately distinguish between per- 
sons who deal at arms length and 
those who do not.” 


We are all somewhat familiar with 
the term “arms length”. The Taxation 
Division of the Department of Na- 
tional Revenue has gone a long way 
in recent years to define this term 
and by so doing has substantially re- 
duced tax evasion. We now need a 
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similar approach in the Bankruptcy 
Act. Most of the bankruptcy frauds 
these days are based on collusion be- 
tween a corporation and its share- 
holders or between corporations 
owned by the same individuals, per- 
sons who “do not deal at arms length”. 

The Act almost completely fails to 
recognize that while the owners of 
a corporation are usually responsible 
for its insolvency, they have no per- 
sonal responsibility for the losses they 
have caused and may even so arrange 
their affairs that they can personally 
profit by them. 


A Case of Bankruptcy 

In one bankruptcy, the debtor com- 
pany was wholly owned by an indi- 
vidual who also owned three other 
companies. The debtor company was 
in the business of manufacturing an 
item in the transportation field. It 
occupied a plant owned by one of 
the associated companies which also 
carried on manufacturing operations 
in the same plant, using many materi- 
als which would be common to those 
used by the bankrupt. The bankrupt 
sold all of its output to a third as- 
sociated company, and the capital re- 
quired to keep the bankrupt company 
in business was provided by a fourth 
associated company. 

The result of the whole affair was 
that the debtor was very badly bank- 
rupt due to the inadequate selling 
price that it received for its product, 
the extraordinarily high charge by the 
owner of the building for rent, the 
charge for financing and a whole 
series of general charges for manage- 
ment services and commissions levied 
by the associated companies. 

It was quite clear, based on what 
it paid for its labour and materials 
and was charged by the associated 
companies for services and rent, that 


the debtor did not get nearly enough 
by way of a return on its sales, all of 
which were made to one of the associ- 
ated companies. The finance company 
kept the bankrupt in business long 
enough to have it run up about one- 
quarter million dollars in creditors’ 
claims and then withdrew its support. 


Formal bankruptcy only occurred 
well after the three-month period in 
which it was possible to attack prefer- 
ential payments, and there was no 
means at all of disputing the charges 
which the various associated com- 
panies had made to the bankrupt for 
services. There was no means of 
determining what the cost of the 
bankrupt’s products had been as com- 
pared with the selling prices it re- 
ceived, and even if it had been pos- 
sible to do this, there was no way of 
attacking the associated company be- 
cause it paid an inadequate price. The 
bankruptcy produced nothing for the 
creditors. 


Other Problems 

Another of the problems which one 
sees all too frequently in bankruptcy 
matters is the case where the bank- 
rupt, some months prior to the bank- 
ruptcy, has either paid a dividend to 
its shareholders or redeemed prefer- 
red shares. If the redemption or pay- 
ment had taken place more than three 
months before the date of bankruptcy, 
there is presently no means of attack- 
ing it unless perhaps it can be proven 
that the company was insolvent at 
the date of the payment. This is 
generally impossible to do because 
the records of the company usually 
do not permit a clear picture of 
whether or not the company was sol- 
vent. 

A further problem occurs where the 
premises occupied by the bankrupt 
are leased from someone who does 
not deal with the bankrupt at arms 
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length, probably the chief sharehold- 
ers of the bankrupt company. Quite 
frequently one will find that the lease 
between the owner of the company 
and the company itself provides for 
an exorbitant rent but that the bank- 
rupt has only been paying small 
amounts on account of the rent. At 
the date of bankruptcy, therefore, the 
chief shareholder of the company has 
a very substantial claim against the 
bankrupt estate, part of which is 
probably preferred under the Bank- 
ruptcy Act. Frequently, the chief 
shareholder has the largest claim in 
the bankruptcy, and this can be the 
means of permitting him to push 
through a settlement with the cred- 
itors to which they otherwise would 
not agree. 


Suggested Remedies 

Now let us review the particular 
problems faced in these cases. In 
almost every one of them there was 
some element of the insiders getting 
a preference over other creditors. The 
owner of a company usually knows its 
financial position better than anyone 
else. It is fairly easy for him to ar- 
range that his claims or those of 
other companies in which he has an 
interest are paid off before those of 
other creditors. True, if the payments 
are made within three months of the 
date of a bankruptcy, they can prob- 
ably be set aside, but dishonest debt- 
ors do not make this mistake. They 
see that the insolvent company is kept 
out of bankruptcy long enough to 
have the three-month period expire. 
They so arrange their affairs that they 
do not permit a bankruptcy until the 
period for attacking a preference of 
this kind has elapsed. 


There would appear to be a fairly 
obvious solution. Section 64 of the 
Bankruptcy Act is the section which 
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deals with preferences taken by one 
creditor over another. There should 
be an additional sub-section providing 
that where such payments are made 
to a person who did not deal at arms 
length with the bankrupt, the period 
for attacking a preference should be 
extended from three months to one 
year. In addition there should be 
no need to prove that the debtor in- 
tended to give, or the recipient in- 
tended to receive, a preference. 


One problem referred to above 
was that in which the insolvent com- 
pany was really the captive of an 
associated company and sold all, or 
practically all, of its production to it. 
It was fairly obvious that it sold be- 
low cost, but because its records were 
in such poor shape this was next to 
impossible to prove, on a unit basis 
at least. Even if one could have prov- 
ed this, under our present laws it 
would have been of no avail. Here 
again the remedy is fairly simple. 
Perhaps at first reading the following 
suggestion may sound a little com- 
plicated, but the principle involved 
would be quite easy to apply. 


There should be a section in the 
Bankruptcy Act to provide that where 
more than, say, 80% in dollar value 
of the sales of a bankrupt made since 
the beginning of its last full fiscal year 
prior to bankruptcy, have been made 
to a person with whom the bankrupt 
did not deal at arms length, the pur- 
chaser should be liable to the trustee 
for the entire loss incurred by the 
bankrupt since the beginning of the 
bankrupt’s last full fiscal year. The 
principle would be that if a company 
became insolvent through being 
forced to sell too cheaply to one of 
its own shareholders, or to a company 
controlled by its own shareholders, 
the persons who received the benefit 
should be required to pay up. To 
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avoid such a penalty the purchaser 
would be obliged to prove that the 
price paid by it covered the vendor's 
cost plus a reasonable margin of 
profit. 

On the face of it, such a provision 
would appear to be rather drastic, 
but it is a perfectly sound approach. 
There is no sound reason why a man 
going into business should be able to 
retain all his assets and revenues 
in one corporation, and divert all 
the related liabilities and expenses to 
another, but this now happens too 
frequently. 

One of the other matters referred 
to was the case where a shareholder 
of a bankrupt company had built up 
a very substantial claim against the 
company by way of a charge for ser- 
vices or perhaps by an exorbitant 
charge for rent on premises occupied 
by the insolvent company. Again, we 
should have a section in the Bank- 
ruptcy Act to provide that any claim 
by a person who did not deal at arms 
length with the bankrupt, arising out 
of any transaction whatsoever other 
than money loaned to the bankrupt, 
and which had arisen within one year 
of the bankruptcy, should be subor- 
dinated to the claims of all other 
creditors. 


Another of the problems mentioned 
was that of an insolvent company 
which either redeemed preferred 
shares or paid a dividend to its share- 
holders at a time when it was no 
doubt insolvent, but since this could 
not be proven because of the state of 
the company’s accounts, the share- 
holders of the company were able to 
get their money out and leave the 
creditors unpaid. Again, the remedy 
is simple. The Bankruptcy Act would 
merely have to provide that where a 
corporation pays any dividend, other 
than a stock dividend, or redeems any 
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of its shares within one year prior to 
it being adjudged bankrupt, the trus- 
tee in the bankruptcy should have a 
claim against the recipients of the 
payments equal to the amount they 
received. The question of whether or 
not the company was solvent at the 
time the payments were made should 
receive no consideration at all. It 
would merely be a case of whether 
or not the shareholders withdrew any 
money in this fashion within a year 
of the time of the company going 
bankrupt. It would be quite proper 
to apply such a provision to all private 
companies and in the case of public 
companies have it apply to payments 
made to any group of shareholders 
who did not deal with one another 
at arms length and who, together, 
held more than 50% of the company’s 
shares. 


Other Legislation 

Other statutes most frequently re- 
ferred to in major insolvency matters 
are the Bulk Sales Act, Mechanics’ 
Lien Act and Companies’ Creditors 
Arrangement Act. 

In addition to these, use is occasion- 
ally made of the Dominion Winding- 
Up Act or of the voluntary winding- 
up provisions of the provincial Cor- 
porations Acts in insolvency matters. 
While the winding up of an insolvent 
company is specifically provided for 
in the Dominion Winding-Up Act, 
creditors are far better protected by 
the Bankruptcy Act and should seri- 
ously question the use of the former. 
There is also seldom any legitimate 
excuse for the use of the winding-up 
provisions of the provincial Corpora- 
tions Act to settle the affairs of an 
insolvent business. This legislation 
was designed for the use of solvent 
companies and provides little in the 
way of protective features for credi- 
tors. 
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Bulk Sales Act 

In 1959 the Ontario Legislature 
passed an entirely new Bulk Sales 
Act. 

The former Act was a very fine 
medium for winding up an insolvent 
business free from the embarrassing 
scrutiny and interference from credi- 
tors that bankruptcy involves. The 
main loophole was that a debtor who 
was insolvent could arrange to dispose 
of all his assets, selling them to 
whomever he chose at whatever price 
he wished to set, and provided he 
turned the money over to a trustee, 
none of his creditors could attack the 
sale. It was fairly easy for a dis- 
honest debtor to arrange a “non-arms 
length” sale of his equipment or other 
assets at low prices, and the creditors 
had no say whatsoever in the disposi- 
tion. As a result of this procedure, a 
considerable number of insolvency 
situations were completed under the 
Bulk Sales Act rather than being 
placed in the hands of a trustee under 
the Bankruptcy Act where the credi- 
tors could control the proceedings. 

The new Bulk Sales Act provides 
that if the proceeds of a bulk sale are 
not going to be sufficient to pay all 
of the vendor’s creditors in full, the 
vendor must send a copy of the con- 
tract covering the proposed sale and 
a statement of his financial position to 
all his creditors at least 14 days 
before the date fixed for closing the 
sale. The creditors then have the op- 
portunity to determine whether or not 
they wish to let the sale go through 
under the Bulk Sales Act, or, as an 
alternative, to take steps to petition 
the vendor into bankruptcy. 


Mechanics’ Licn «ct 

The Mechunics’ Lien Acts in effect 
in each of our Canadian provinces 
are complicated pieces of legislation. 
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These statutes were developed for the 
worthwhile purpose to assist in the 
growth and protection of the construc- 
tion industry. As a result of a whole 
series of patchwork amendments, 
however, they are now strangling the 
industry they were designed to pro- 
tect. 


The purpose of the Mechanics’ Lien 
Act is to protect the subcontractor 
and the supplier to the construction 
industry, primarily by requiring a 
holdback of a portion of the contract 
price to which the sub-contractor or 
supplier may have access under cer- 
tain circumstances if unable to collect 
his account. 


However, the effect of the holdback 
provisions and the manner in which 
they are administered often has re- 
sulted only in tying up a substantial 
portion of money for an inordinately 
long period to the benefit of the own- 
er of the project alone. In addition 
to allowing the owner to retain money 
that by any ordinary standard should 
be paid out to the contractors and 
suppliers, the holdback funds on many 
public projects have become nothing 
more than insurance funds which 
have permitted public bodies in many 
instances to safely accept tenders for 
their projects at prices which are 
clearly below cost. The losers, when 
this happens, are the unfortunate sub- 
contractors and suppliers to the pro- 
ject. 


An intended benefit of the Mechan- 
ics’ Lien Acts is that they should per- 
mit a greater supply of credit to the 
construction industry. However, in 
an attempt to give additional protec- 
tion to suppliers on construction pro- 
jects, the provinces of Ontario and 
British Columbia wrote into their 
Acts some years ago the so-called 
“trust provisions”. Several years after 
their introduction these provisions 
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were interpreted by the courts in such 
a way that in Ontario and British 
Columbia (and also in Manitoba and 
New Brunswick, where similar pro- 
visions have been introduced) a bank 
is effectively barred from obtaining 
security on loans which it makes to a 
construction business. 

It would appear that the difficult 
credit position in which the industry 
finds itself is caused primarily by the 
very legislation designed to aid it. 


Companies’ Creditors 
Arrangement Act 

This Act which is under federal 
jurisdiction is seldom used nowadays, 
having been largely superseded by 
Part III of the Bankruptcy Act. By 
an amendment made in 1953 the use 
of the Companies’ Creditors Arrange- 
ment Act was restricted to companies 
which had bonds or debentures out- 
standing and where there was a trus- 
tee acting under the terms of their 
issue. 


Conclusion 

An attempt has been made to point 
out some of the areas in which our 
present insolvency laws are inade- 
quate. 

One of the areas where assistance 
is urgently required is the problem of 
credit in the construction industry. 
A climate favourable to the growth 
and economic stability of the con- 
struction industry is of vital import- 
ance to all of us in Canada. At the 
present time, however, the credit situ- 
tion in this industry is almost chaotic. 
In the last three years the number of 
failures in the construction industry 
has been greater than the combined 
total of failures in all categories of the 
manufacturing industry, and many 
believe that the worst is yet to come. 
Our present Bankruptcy Act is now 
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ten years old. It has been an excel- 
lent piece of legislation, but ten years 
have shown up the need for revisions. 
Perhaps its chief defects still arise 
from the difficult task of taking prin- 
ciples of bankruptcy law which were 
created to apply to individuals and 
attempting to make them applicable 
to corporations. This has still not 
been entirely successful, and some 
additional measures are urgently re- 
quired. In the past two or three 
years a number of groups have been 
studying amendments to the Act, most 
of them of an administrative nature. 
While these are important, certain 
“policy” revisions are urgently needed 
to control fraudulent practices which 
are becoming increasingly prevalent. 

How is it possible to bring about 
the legislative amendments required? 
While it is the government’s responsi- 
bility to create and enforce laws which 
will assist in the orderly conduct of 
business, new ideas of commercial 
legislation must be studied and not by 
the government alone. 

Someone has to marshal the con- 
struction industry and those who 
supply it with materials and capital; 
to develop and debate the new meas- 
ures required and then tell govern- 
ment what to do. The legal and 
accounting professions, banks and 
finance companies, and credit bureaus 
and trustees must point out the de- 
ficiencies in the Bankruptcy Act and 
suggest the remedies. 

We all recognize that problems exist 
in the field of credit and that they 
are now weighing most heavily on 
the small privately owned businesses 
which can least afford them. The 
responsibility belongs to government, 
but legislators do not move by them- 
selves. The ideas and the initiative 
must come from the business com- 
munity. Government will do its part 
just as quickly as we show it how. 
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Direct Costing -- An Aid to 


Management Control 





THE MAIN FUNCTION of modern ac- 
counting is to keep management 
aware of the constantly changing as- 
pects of business, and by so doing to 
stimulate action and consequently 
maximize profits. The accountant, in 
providing information for manage- 
ment, constantly strives to present it in 
an easily understandable manner. 
The majority of members of manage- 
ment are not trained accountants, and 
over the years have experienced much 
difficulty in interpreting information 
presented to them. This has resulted 
in accountants being faced with the 
need to search continually for better 
techniques and methods of presenta- 
tion. One recently developed and 
quite controversial method is that of 
direct costing. 


Beginnings of Direct Costing 


Direct costing, as a cost accounting 
technique, does not have a formal, 
documented history. There is evi- 
dence of direct costing having been 
used in conjunction with cost systems 
installed more than 50 years ago, but 
widespread interest in its use has de- 
veloped only during the past 20 years. 

Attempts by accountants to provide 
satisfactory cost data as guides for 
pricing and determining profit con- 
tribution seems to have been the moti- 
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vating influence in the creation of di- 
rect costing. During the formative 
years of direct costing, several con- 
ventional costing techniques were de- 
veloped as aids to the solution of 
these cost problems, the most note- 
worthy being predetermined burden 
rates, normal production level burden 
rates and flexible budgets. Although 
these developments have been helpful 
in solving cost control problems, they 
have not been as successful as direct 
costing in presenting cost-volume- 
profit relationships in a form capable 
of being easily understood by man- 
agement. 


It is evident from the number of 
articles and papers on direct costing 
appearing recently that a growing 
school of opinion considers that pro- 
fits are not correctly determined by 
conventional methods. “Are profits 
wrong?” it is asked, or “What is wrong 
with the way accountants compute 
profits?’. In seeking the answer to 
these questions, it is frequently assert- 
ed that the problem arises from the 
failure of conventional accounting 
methods to recognize the nature of 
costs and the significance in their 
pattern of behaviour. The principal 
failure, it is considered, is that no dis- 
tinction is made in the financial re- 
ports between the costs of producing 
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and the costs of being ready to pro- 
duce, or, as they are frequently term- 
ed, variable and fixed costs. The 
problem, then, centres on fixed manu- 
facturing expenses and the effect on 
them of varying volumes of produc- 
tion. 


Illustrated below is a conventional 
profit and loss statement showing op- 
erating results for two successive 
months: 


February 
$500,000 


January 


Sales $500,000 


Cost of sales (includ- 
ing factory overhead 
at standard burden 
NEED csc sss scanssts 


Gross profit 








Selling expenses .......... $ 75,000 $ 75,000 
General administrative 

RMI § Sloe Cocco sess 22,000 22,000 
Over and_ under-ab- 

sorbed burden ....... . (10,500) 8,900 
Total . Lccussevee. $ 86,500 $105,900 














Net operating profit ... $ 38,500 








Identical sales volumes have re- 
sulted in a profit in one month being 
less than half of that for the follow- 
ing. It will readily be established 
that the difference is accounted for by 
lower production in February, and a 
consequent under-absorption of manu- 
facturing expenses. In January, how- 
ever, production was higher than fore- 
cast, and consequently there was an 
over-absorption of manufacturing ex- 
penses, resulting in the higher profit. 
Which profit is correct? Should pro- 
duction in a month influence the 
amount of profit? Should rising in- 
ventories be responsible for rising pro- 
fits? 

Advocates of direct costing say “no”. 
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Jonathan N. Harris, one of the earliest 
proponents of the technique, has com- 
mented, “We have really got account- 
ing for production all messed up with 
accounting for sales in our profit and 
loss statement.” 


Let us now review the direct cost- 
ing approach to the reporting of pro- 
fits. 


Nature of Direct Costing 

Direct costing may be defined as a 
separation of manufacturing costs in- 
to those which are fixed and those 
which vary directly with volume. Only 
the prime costs together with variable 
factory costs are used to value in- 
ventory and costs of sales. The re- 
maining factory expenses, termed 
fixed or period expenses, are charged 
off monthly, as they occur, to profit 
and loss. It should be borne in mind, 
however, that direct costing is primar- 
ily a tool for segregation of expenses 
and reporting of profits and only 
secondarily a method of inventory 
valuation. 

The fixed or standby costs are a 
necessary part of remaining in busi- 
ness, and, within reasonable limits, 
continue at a constant rate irrespec- 
tive of the volume of business trans- 
acted. For this reason, say the ad- 
vocates of direct costing, they should 
be treated as period costs and not as 
product costs. They are related to a 
period of time, and are incurred at a 
constant rate with the passage of time. 
Therefore, they should be written off 
as incurred each month. Had this 
been done in our previous example, 
the reported profit would have been 
identical in each month. 


It has been stated that members of 
business management, when confront- 
ed with this theory, would say this is 
what they require to run their busi- 
ness. Further, economists agree that 
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this is a correct treatment of costs, and 
results in a more accurate statement 
of profits, in terms of economic theory. 
In addition, since cost of sales is made 
up of variable costs only, the differ- 
ence between cost of sales and sales is 
the marginal income or marginal con- 
tribution to the fixed expenses of the 
business. This is another way of pre- 
senting the complex relationship exist- 
ing between cost, volume and profit. 
Calculation of the profit break-even 
point can readily be done by dividing 
the fixed expenses plus target rate of 
profit by the percentage of sales 
which marginal contribution repre- 
sents. The resulting figure is the sales 
volume which must be achieved to 
cover the fixed expenses and provide 
the desired profit margin needed. 
Let us review the January and Feb- 
ruary statements previously illustrated 
as they would appear under a direct 
costing method: 
February 
$500,000 


January 

Sales .......... eer ate ee $500,000 
Cost of sales (variable 
CONS GUY) caccianici 


Period expenses 


Indirect factory ........ $ 80,000 $ 80,000 


TY im 5900 UI 75,000 
General & Adminis- 

MEI oa Petar 22,000 22,000 

MAAN, so esecihiSecsstedsoceiecdss SLTILOOO, $177.000 


Net operating profit...... $ 23,000 $ 23,000 








Using this example, the volume of 
sales needed to achieve a break-even 
position is $442,500 ($177,000 x 100). 

40 
This is obtained by dividing period 
expenses by the marginal percentage. 
If a profit of $23,000 is the target for 


the month, the break-even would be 
$500,000. 

Direct costing can also assist in the 
appraisal of products earning margin- 
al profits, or those with a marginal 
sales volume. The direct cost of a 
product represents, in effect, the out- 
of-pocket costs of production. When 
this figure is readily available for each 
product, management can ascertain 
the contribution to fixed overhead 
which a product’s sales will make. 
Most companies have, in their product 
lines, some which show a loss in terms 
of total product cost; where eliminat- 
ing the product would have no bene- 
ficial effect on overall profits, a com- 
pany may be better off to retain the 
line, even though no overall profit re- 
sults, providing that some contribu- 
tion is made to fixed costs. The same 
is true of additional sales volume ob- 
tained at a lower price. The avail- 
ability of direct cost data for each 
product permits a realistic appraisal 
of the dollar contribution made by 
such marginal products or those pro- 
ducts which are sold with marginal 
volumes. 


To assess make-or-buy decisions 
adequately, a knowledge of the mar- 
ginal contribution is of primary im- 
portance. If surplus capacity is avail- 
able, the cost of carrying a product 
will be unchanged by a decision to 
purchase the article outside. How- 
ever, it might be possible to make a 
contribution to the cost of surplus 
manufacturing capacity through a de- 
tailed knowledge of the variable costs 
involved. 


The above examples, while neces- 
sarily brief, indicate some of the ad- 
vantages of direct costing. It can 
clarify the area of under and over- 
absorbed expenses for management 
who are then able to comprehend 
more readily the relationship of profit 


436 


cost and volume and to arrive at busi- 
ness decisions based on understand- 
able facts. It is a technique which 
permits management to make deci- 
sions based on accounting statements 
which require little further explana- 
tion and omit such doubtful items as 
under or over-absorbed burden and 
variances. 


Know Full Costs 

The foregoing comments do not 
imply that a knowledge of complete 
product costs has no place in business 
decisions. On the contrary, such 
knowledge is essential, for example, to 
determine selling prices. In fact, to 
do so without a precise knowledge of 
all the elements of overhead involved 
is usually most unwise. If direct cost- 
ing techniques are used, such full cost 
knowledge can be achieved by prepar- 
ing profit and loss statements by pro- 
duct line as well as for sales divisions 
in the company. In certain cases, 
where this would not be practical on 
a regular basis, it can be done on a 
periodic, perhaps once-yearly, basis. 


Herein lies one of the main objec- 
tions to direct costing. The system 
does not provide sufficient information 
on complete product costs. Critics 
say that because fixed factory costs are 
omitted from inventory value, the 
sales department will establish selling 
prices at too low a level to recover the 
fixed or period costs. Others contend 
that it is difficult to believe that in- 
formed sales management would set 
prices without a knowledge of the 
elements of cost involved. There is no 
more reason to omit the fixed element 
of manufacturing expense than to 
neglect selling expenses or general 
and administrative expenses in such 
a computation. In general, it is 
thought that with a clearer apprecia- 
tion of the interplay of costs and 
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volume, sales management should be 
able to establish sales prices with a 
better understanding. 

The factors or bases of distribution 
for determining the fixed or period 
overhead applicable to each product 
line are not difficult to determine. 
The main change from common prac- 
tice is that fixed factory overhead 
must be distributed to product groups 
instead of being included in cost of 
sales. Factors used to distribute fixed 
or period overhead to product lines 
include production labour, space oc- 
cupied, cost of capital equipment and 
other bases, all of them familiar to 
industrial accountants. 


Advantages and Disadvantages 


Listed below are the advantages 
and disadvantages most frequently 
quoted by advocates and opponents 
of direct costing. Advantages of di- 
rect costing under a given set of con- 
ditions may be disadvantages under 
another set of conditions. 


Advantages 

1. Cost-profit-volume relationship 
data are available from the account- 
ing reports and statements without 
requiring time-consuming analyses. 

2. Through simpler management re- 
ports, direct costing concepts are more 
readily understandable than those in- 
volved in systems of absorption cost- 
ing. 

3. Inventories are valued at current 
out-of-pocket costs necessary to manu- 
facture the products. 

4. Profits are not influenced by in- 
creases or reductions of inventories. 

5. The full effect of fixed costs is 
apparent on each profit and loss state- 
ment rather than being obscured bv 
allocations to inventory and cost of 
sales. 


6. The marginal income statements 
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prepared for internal use facilitate 
management decisions on expansion, 
new products and elimination of 
present lines, make-buy decisions, etc. 
7. Direct costing can be very simply 
related to budgets, standards and 
other methods of management control. 
8. Among other advantages, report 
preparation is facilitated. 


Disadvantages 

1. A change from absorption costing 
to direct costing for valuing inven- 
tories is not currently acceptable as a 
basis for income tax calculations and 
may necessitate duplicate accounting 
records. 

2. Use of direct costing techniques 
for preparation of interim statements 
may decrease current assets by reduc- 
ing inventory values, and consequent- 
ly weaken a company’s borrowing 
position. 

3. Since complete manufacturing 
costs have to be developed as a basis 
for long-range pricing and policy de- 
cisions, dual accounting systems still 
might be necessary. 

4, Identification of expenses as fixed 
or variable is sometimes difficult, as 
many expenses vary out of proportion 
to volume changes. 

5. Product costs do not include all 
cost elements, thereby affecting the 
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determination of proper inventory 
values and profits. 


Summary 

Those familiar with the needs of 
modern business management will 
have concluded that there is no pan- 
acea for the problem of decision-mak- 
ing. No one system of management 
control can furnish all the information 
for day-to-day needs. In practice, 
management have various accounting 
and costing tools available, and a com- 
bination frequently satisfies their 
needs at a reasonable cost. It is im- 
portant that decisions must be made 
with a full knowledge and clear un- 
derstanding of the facts. When this 
is done, a reasonable profit on sales 
and a return on invested capital 
should result, and the confusion so 
often encountered in financial and 
operating decision-making will be at 
least partially solved. 

The extent to which direct costing 
can be put to use will vary from com- 
pany to company. Each situation 
must be examined to determine the 
proper mixture of costing techniques 
required to provide the best cost con- 
trol and profit analysis data. Direct 
costing can be considered as an addi- 
tional tool available to management, 
to be selected for use when its special 
features justify the effort. 


Our basic assumptions should provide a foundation upon which 
may be erected the framework of rules and techniques that will 
produce useful and truthful information to meet the needs of diverse 
groups. Such assumptions must be relevant to the current economic 
scene and must not be divorced from reality. This means that 
assumptions which have served us so well in the past — historical 
cost, going concern, stable monetary unit — must be subject to 
question and evaluation in terms of the concrete situations of today. 

—V. E. Odmark, “Current Challenges to Accounting 


Principles”, The Accounting Review, April 1960 












Retirement Pensions for Executives 


THE RETIREMENT PENSION plans of in- 
dustrial corporations in Canada have 
seldom been designed to recognize 
the particular retirement income prob- 
lems of the executive. This is due 
largely to our taxing laws which have 
limited the amount of deductible con- 
tribution and have looked upon varia- 
tions in the plan benefit formula for 
different classes of employees as being 
discriminatory if they favoured the 
higher-salaried persons. Nevertheless, 
there is considerable scope within the 
limits of the Income Tax Act to pro- 
vide retirement income and to give re- 
lief to the different problems of execu- 
tives. 

These remarks relate to employee 
executives as opposed to those whose 
main source of income lies in owner- 
ship of the business. It is likely that 
many employee executives will have 
some proprietary interest in the busi- 
ness, but no distinction need be made 
for them so long as their main source 
of income is as an employee. 

The retirement income problems of 
the executive are largely those of 
being able to provide for continuation 
of a standard of living that has be- 
come geared to a higher than average 
salary. Most executives who are cur- 
rently approaching retirement have 
attained that status in the last 10 or 
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15 years; in the absence of fortunate 
investments, they find it very difficult 
to provide an adequate retirement in- 
come out of personal savings. High 
personal tax rates have restricted the 
amount of savings available for the 
purpose, and post-war inflation has 
increased the amount required to pro- 
vide the necessary retirement income. 
In these circumstances, the employer 
very often continues the employee on 
the payroll with or without any reg- 
ular duties. This is perhaps the 
simplest method of providing for pay- 
ment of retirement income but, if used 
extensively, would likely produce the 
same problems that have given rise 
to the various retirement plans in 
operation today. 


Current Methods of Financing 

A pension plan, in essence, is an 
arrangement to provide a regular in- 
come to retired employees in con- 
sideration of services rendered. It 
may vary from the informal arrange- 
ment of continuing the employee on 
the payroll without any prior agree- 
ment to do so or without provision for 
funding the benefit to those formal 
schemes that set out the terms of the 
agreement in writing and provide for 
accumulating the necessary moneys 
to pay the prospective benefits. By 
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popular usage, the term “pension 
plan” is reserved for the various pen- 
sion, superannuation and retirement 
annuity plans which provide for pay- 
ment of benefits out of a fund or 
under an insurance company contract 
held exclusively for that purpose. The 
term “deferred compensation plan” is 
reserved for those arrangements that 
provide for paying benefits out of 
payroll. If the pension plan qualifies 
for approval under the Income Tax 
Act, it becomes a registered pension 
plan. 


Registered Pension Plan 

There are no regulations under the 
Income Tax Act which set out the 
conditions to be met for registration 
of a pension plan, but established 
practice of the Department of Nation- 
al Revenue requires that there be a 
written agreement and a trust fund or 
annuity contract to be held for the 
exclusive benefit of the plan. Until 
recently, the Department had _ re- 
quired that the plan should not dis- 
criminate in its operation which essen- 
tially meant that the benefit formula 
should not favour the higher-salaried 
employees. However, the Department 
does not at the present time have any 
expressed view on discrimination. The 
advantages of the registered pension 
plan are those of being able, within 
limits, to deduct the contribution from 
taxable income when made to the 
trust fund or annuity contract. When 
the benefits are paid out of the fund 
or contract, income tax is then levied 
on the entire amount; hence, it is 
more accurately a tax deferment. 


Limitations of the Act 

Without the special provisions in 
our taxing laws granting tax deduc- 
tions or deferments to registered pen- 
sion plans, it is doubtful if the wide- 
spread development of these plans 
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would have occurred. However, in 
the case of higher-salaried persons, 
the usefulness of the tax deferments 
has been restricted by limitations in 
the Act on the amount of contribu- 
tions that could be deducted by or on 
behalf of an employee. In 1942 the 
Parliament of Canada, as part of its 
wartime wage and salary control pro- 
gram, enacted the first limitation on 
the amount of deductible employer 
contribution by fixing the maximum 
deduction at 5% of the employee's 
salary or $300, whichever was the 
lesser amount. In 1946 the 5% limita- 
tion was removed and the maximum 
amount was increased to $900 which 
was further increased to $1,500 in 
1954. The main effect of these limita- 
tions was to place a ceiling on the 
amount of salary on which contribu- 
tions could be deducted from taxable 
income, and in most cases that ceiling 
tended to become the maximum on 
which pension benefits were granted. 
If the coverage is extended beyond 
the fully deductible amounts, it must 
be remembered that the benefits aris- 
ing out of the excess contributions 
are, nevertheless, fully taxable to the 
recipient, to which extent the register- 
ed pension plan becomes highly in- 
efficient, from a tax standpoint, for 
the provision of retirement income. 
The majority of industrial pension 
plans in force today have come into 
effect during the past 25 years. In 
addition to the tax deductions pre- 
viously mentioned, this widespread 
development was highly influenced by 
such factors as the economic de- 
pression of the 1930's, the flowing 
over into Canada of the effects of the 
Social Security Act adopted by the 
United States in 1935, the high cor- 
poration income and excess profits tax 
rates of the World War II period, and 
the recognition of pensions as a 
proper item for labour bargaining 
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The plans developed in the earlier 
part of this period were generally con- 
tributory, and the benefit formula 
emphasized service and salary while 
a member of the plan. For example, 
a very popular benefit formula pro- 
vided for the payment of an annual 
pension equal to 14% of the earnings 
on which the employee made con- 
tributions for each year of contribu- 
tory service. This produces a benefit 
based on average salary, and such a 
pension will have no necessary rela- 
tionship to the employee's earnings at 
retirement especially if his earnings 
have increased substantially during 
the last few years of employment. The 
following table sets out the amount 
of pension developed by this 14% 
career average earnings formula ac- 
cording to certain salary histories. 


The widespread usage of the career 
average earnings benefit formula, as 
opposed to a _ terminal earnings 
formula that calculates the pension on 
the basis of the employee's earnings 
at or near retirement, can be at- 
tributed to several factors. In the first 
place, many employers have been 
hesitant to undertake the unknown 
potential liabilities that could develop 
if the pensions are calculated on the 
basis of terminal earnings. Secondly, 
government and insurance company 
annuity contracts were very popular 
as a method of funding pension bene- 
fits in the early part of the post-war 
period, and the career average bene- 
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fit was well suited to their underwrit- 
ing procedures. 


Deferred Compensation Plan 


The deferred compensation plan or 
agreement is largely a post-war de- 
velopment under which the employer 
undertakes to make periodical pay- 
ments to an employee after retirement 
or, in effect, to continue him on the 
payroll at a certain salary. The prim- 
ary objective of the arrangement may 
be to provide additional compensation 
in a form such as to minimize the in- 
come tax to be paid by the employee 
or to provide retirement income, but 
in this article it will be considered 
only as a medium of providing retire- 
ment income. There are no provisions 
of the Income Tax Act which specif- 
ically define the status of a deferred 
compensation agreement and, in the 
absence of such provisions, one must 
concern oneself with the possibility 
of (i) the employee incurring tax 
prior to retirement for a benefit aris- 
ing from his office or employment and 
not specifically excluded under the 
Act, (ii) the employer being able to 
deduct the payments, when made, as 
a business expense. 


It is interesting to note that the In- 
ternal Revenue Service of the United 
States has recently issued certain rul- 
ings to the effect that in most cases 
the employee will not be taxed on the 
potential benefit prior to being re- 
ceived by him and that the employer 
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will be permitted to deduct the 
amount as a business expense when 
made to the retired employee. This is 
substantially similar to the accepted 
tax status of deferred compensation 
plans in Canada, but it is generally 
believed that the plan should contain 
a provision whereby the rights of the 
employee are contingent upon con- 
tinuation of his service until retire- 
ment, and the performance of certain 
nominal duties or refraining from cer- 
tain activities after retirement. 


As to funding the deferred compen- 
sation benefits in advance of the em- 
ployee’s retirement, it is not necessary 
to do so, but in the interests of sound 
financing, one should purchase an an- 
nuity or endowment insurance con- 
tract on the life of the employee with 
the proceeds being paid to the em- 
ployer. This is simply an investment 
by the employer with the premium 
being paid out of surplus for the pur- 
pose of providing the necessary 
moneys to meet the payroll payments 
when they fall due. 


Influencing Factors 

The development of pension plans 
for employees of Canadian industrial 
organizations has been influenced by 
the restriction of our taxing laws, con- 
ventional plan designing and methods 
of financing the benefits. In the re- 
sult, the tendency has been to estab- 
lish a plan for the main body of em- 
ployees and to fit everyone into it. 
Organized labour has shown us that 
the requirements of the wage em- 
ployee may not be the same as those 
of the salaried employee, and there 
has been an increasing practice of 
establishing separate plans for bar- 
gaining and non-bargaining, or wage 
and salaried employees to recognize 
their separate requirements. 


It is apparent that executives consti- 
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tute a further distinct group in so far 
as retirement income requirements are 
concerned and that the relaxation of 
the taxing laws in the matter of dis- 
crimination and calculation of deduct- 
ible contributions make it feasible to 
use the registered pension plan to a 
much greater extent than in the past 
for the provision of executive pen- 
sions. 

The deferred compensation plan is 
a useful instrument for providing 
executive pensions beyond the amount 
that can be provided by deductible 
contributions under a registered pen- 
sion plan and for carrying out special 
undertakings given to specific em- 
ployees. However, from the em- 
ployer’s point of view the relative ad- 
vantage of the registered pension plan 
over the deferred compensation plan 
lies in the tax deduction being avail- 
able under the former to the em- 
ployer when the contribution is made, 
or roughly when the service is render- 
ed, whereas under the deferred com- 
pensation plan it is not available 
until the benefit is paid to the em- 
ployee. Under similarly funded plans, 
this advantage amounts to the em- 
ployer having the use of the moneys 
otherwise required to pay the cor- 
poration income tax in advance. 


Executive Retirement Income 
There are no recognized criteria for 
determining the amount or terms of 
payment of an executive's retirement 
pension unless it is such amount as 
may reasonably permit him to con- 
tinue his pre-retirement standard of 
living. This does not mean that the 
executive's income from the retire- 
ment plan or from the plan and all 
other sources should be equal to his 
income prior to retirement because his 
expenses are generally lower after re- 
tirement. The following is an outline 
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of the main features which should be 
taken into consideration in establish- 
ing the executives’ pension benefits. 


Constitution 

The terms of the executive plans 
can be expressed as part of an existing 
pension plan, or as a separate plan, or 
as a supplement to an existing plan. In 
any event, it is important that if the 
employer has more than one plan in 
operation, all of them should be regis- 
tered jointly under the Income Tax 
Act in order to be treated as one fund 
for purposes of calculating the aver- 
age contribution rate of the employer. 


Benefit Formula 

The underlying objective of the 
executive plan should be that of pro- 
tecting the employee against the 
financial problems arising out of his 
retirement if and when it occurs. The 
benefit formula should, therefore, in- 
clude the following features: 

(i) Length of service should have 
very little influence in the calculation 
of the amount of pension to be paid, 
excepting that a minimum period of 
service at retirement is a necessary 
prerequisite in the interests of cost 
control. The executive's main contri- 
bution to the success of the business 
may be crowded into a few years of 
service and the length of that service 
or of service in a junior capacity is not 
important for the purpose of the plan. 

(ii) The annual amount of pension 
should be related to the executive’s 
earnings at or near retirement because 
such terminal earnings reflect his re- 
tirement income requirements. Salary 
studies indicate that executive salaries 
do not level out as early in life as 
those of other employees; hence, the 
use of terminal salaries in calculating 
pensions is relatively more important 
to executives than to other employees. 


An annual pension of 40% - 50% of 
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the executive's yearly earnings im- 
mediately or during the last five or 
ten years before retirement is a rea- 
sonable and often used objective. Any 
pension provided for the executive 
under another plan of the employer 
should be taken into account in arriv- 
ing at the additional amount, if any, 
to be provided under the executive 
plan. The old age pension could rea- 
sonably be taken into account. 


(iii) Subject to the executive hav- 
ing attained a minimum age, such as 
50, the pension should commence 
when the employee retires without 
any substantial change in the amount 
of benefit. In many cases the execu- 
tive’s main hazard is premature retire- 
ment due to disability or changing 
techniques, and his income require- 
ments are essentially the same if he is 
retired at 55, 65 or 75. This could 
have severe cost implications which 
must, however, be considered in the 
light of the advantages to the business 
of being able to retire the employee 
on a mutually satisfactory basis when 
it becomes necessary to do so. 


(iv) The executive pension should 
be payable for life with only such 
guarantees as may be necessary to 
assure payment of a benefit equal to 
the employee's contributions, if any. 
Consideration may be given to the 
provision of a widow’s pension of a 
reasonable percentage of the em- 
ployee’s pension. It is sometimes held 
that provision for dependants can be 
provided more effectively by group 
life insurance because a widow’s pen- 
sion, when paid out of a pension fund, 
is taxable to the recipient, whereas 
the proceeds of an insurance policy at 
death of the employee are not taxable. 
There are other considerations affect- 
ing the relative merits of the two 
methods but one should not overlook 
the efficacy of the widow’s pension in 














providing a particular amount of in- 
come if and when required. 


Vesting 

There is a very thin line of demar- 
cation between early retirement, 
which implies immediate commence- 
ment of a fully vested pension, and 
termination of service before retire- 
ment which may or may not provide 
any pension rights depending on the 
terms of the plan. In most cases the 
decision rests with the employer, and 
in the absence of any provisions in the 
plan establishing vesting rights, there 
can be a substantial loss to the em- 
ployee on termination of service be- 
fore retirement. From the point of 
view of the executive, there should be 
a minimum of restraint on his mobil- 
ity, and at the same time it is in the 
interests of a vital and aggressive man- 
agement to be able to replace the 
executive when he has lost his effect- 
iveness before qualifying for retire- 
ment. The customary approach to 
vesting calls for determining the em- 
ployee’s rights on the basis of length 
of service or possibly a combination 
of age and service. It is believed that 
vesting should be based more on 
age than on length of service because 
the need for vesting arises if the 
terminated employee does not have 
sufficient time remaining in his work- 
ing life to replace his accrued pension 
benefits if forfeited on termination of 
service. 

Financing 

In order to obtain the maximum 
benefit of the deductions permitted 
under the Income Tax Act, considera- 
tion should be given to the following 
items: 

(i) The employee should not be 
required to make a contribution in 
excess of the amount deductible by 
him. 
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(ii) The employer current service 
contribution, if not identifiable, is 
deemed to be the amount calculated 
by applying the average rate of em- 
ployer contribution under the plan to 
the employee’s covered salary in the 
year. If the employer has a low-cost 
basic plan covering a large number 
of employees and a high-cost execu- 
tive plan covering a small number of 
persons, the average contribution rate 
calculated on a combined basis will 
likely be close to that of the basic 
plan which means that executive 
benefits can be provided on a higher 
salary than otherwise possible within 
the limit of deductible contributions. 

(iii) Section 11(1)(h) of the In- 
come Tax Act relating to terminally 
funded plans prescribes no limit on 
the amount of deductible contribu- 
tions. 

(iv) Section 76 of the Income Tax 
Act relating to past service and de- 
ficiency payments prescribes no limits 
on the amount of deductible special 
payments if approved by the Minister 
of National Revenue on the advice of 
the Superintendent of Insurance. 

It will, therefore, be seen that the 
Income Tax Act does not necessarily 
limit the amount of executive pension 
that can be provided by deductible 
contributions. 


Conclusion 

In this country the success of any 
corporation depends to a large extent 
on the calibre of its management, and 
we rely upon the various forms of em- 
ployee compensation to attract and re- 
tain the top executive and also to 
facilitate his separation where advis- 
able. It is only realistic to look upon 
retirement income as part of the em- 
ployee’s compensation, and under our 
system of taxation it takes on a par- 
ticular value for the executive as 
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expressed in the following excerpt 
from a riposte made at a stockholders’ 
meeting in the United States: 

“Why do we rely on pensions, rather 
than on salary? It is very simple. If 
you try to increase the inducements to 
good men by paying an extra dollar to 
an executive in the higher-salaried 
brackets, Uncle Sam takes 90 cents 
away in income tax; and if he invests 
the remaining 10 cents, Uncle Sam 
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takes nine-tenths of the income on 
that. But if you put that dollar in a 
pension trust, the whole dollar goes in 
tax free and the income on the dollars 
accumulate tax free until the execu- 
tive retires. Thus the pension dollar, 
as opposed to the salary dollar, has an 
advantage from your point of view 
in getting good executive talent, of 
from 10 to 20 to one. It is the most 
economical way to do it.” 


The Executive of the Sixties 


The new conditions of today are creating a new type of senior 
corporate executive. He is becoming rather less of the discreet 


sophisticated, soft-approach, compromising, professional-type person. 
These were the qualities needed in the post-war years when many of 
today’s leaders reached their position of responsibility. Then a leader 
had to be an appeaser, a pacifier, an arbitrator; his own problems 
were shortages — shortages of raw materials, of plant and equipment, 


of his own finished product, of staff and of labour. He faced un- 
reasonable and irresistible labour demands, greater government in- 
fluences, both in his operations and in his financing. In short, he was 
called upon to balance many forces over which he exercised little 
real control, and we must concede he succeeded well. 

I believe today that stockholders and employees alike are looking 
for a new kind of leadership. Raw material and stock shortages are 
over. Equipment is better, cheaper and in good supply. Labour in 
all its forms is reasonably plentiful; organized labour, in the main, 
has matured and seeks real and lasting partnership with management. 
It is in this new atmosphere, where there is a surplus of everything 
but customers and potential executives, that new qualities are being 
demanded. We must find men who are strong and dynamic in char- 
acter, single-minded and dominant, but responsible in their attitudes 
to stockholders, customers and employees. Perhaps we shall see the 
return of the now legendary original owners of some of our businesses 
— non-conforming, colourful in speech and action, rich in imagination 
and humour. This new official is developing in himself and in his 
subordinates the character to be sturdy and honourable in his deal- 
ings. He is firm and requiring discipline, not blind discipline but 
cooperative and harmonious discipline, all the while developing the 
energy within an organization to improve the old, while experimenting 
with the new. 

—G. F. Plummer, F.C.A. in an address to the National Office 
Management Association, Toronto, March 1961. 
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No OTHER FACET of organization has 
been the subject of as much man- 
agement discussion as the centraliza- 
tion-decentralization issue; and no 
other issue has been the source of 
as much semantic, logical and even 
emotional confusion. The confusion 
began with the remarkable success 
achieved by decentralization in such 
giant corporations as General Motors, 
Du Pont and Westinghouse. As a 
result of such dramatic successes, the 
word “decentralization” has become 
somewhat of a shibboleth represent- 
ing everything that is good and even 
holy. Conversely, “centralization” has 
become a bad word used in respect- 
able management circles only by the 
socially reckless. 

The concept of decentralization in 
business emerged from the experien- 
ces of the giant firms in America dur- 
ing the first half of the twentieth 
century. Under dynamic leadership 
of an entrepreneurial, inventive and 
usually dictatorial character, many 
firms grew with enormous rapidity, 
only to become Goliaths staggering 
under their own weight. Finally the 
administrative inertia and confusion 
created by sheer size and complexity 
brought them to the verge of collapse. 
Then, one by one, the giants moved 
from highly centralized one-man con- 
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trol of the Caesar form, to a decen- 
tralized form of organization and 
management carried on by several 
managers rather than one. In case 
after case, decentralization was the 
only recourse for survival and the 
only opportunity for growth and re- 
newed vitality. Politically, the idea of 
decentralization was old, but in its 
application to business it was new. 


A Complex Problem 

The issue is now seen too often in 
an over-simplified fashion and as an 
either - or, all - or - nothing, black - or- 
white proposition. Instead, it should 
be recognized as a more complex type 
of problem which involves questions 
of amount, time, place and function. 
The truth is that every organization 
must, paradoxically, have both cen- 
tralization and decentralization simul- 
taneously present in every function. 
It must also have some functions 
highly centralized and other functions 
highly decentralized. Centralization 
or decentralization must be evaluated 
in terms of their capacity to contri- 
bute to business results and not as 
concepts which are necessarily good 
or bad in themselves. 

To plead the necessity for centrali- 
zation as well as decentralization is 
not to dispute the important basic 
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thesis that the gradual transition from 
tight central direction and control 
to more decentralization has been a 
beneficial trend. The only point is 
that the centralization-decentraliza- 
tion issue is compound, and contains 
more variations and overtones than 
the words themselves would make it 
appear. It is therefore an organiza- 
tional issue which calls less for 
emotionalism than for a great deal of 
logical analysis. 

The centralization-decentralization 
issue is semantically complicated by 
the fact that it may refer either to 
physical or to managerial matters. The 
physical dispersion of plant or person- 
nel from a central point to geogra- 
phically decentralized points may in- 
deed facilitate or produce some man- 
agerial decentralization, but it does 
not guarantee it. Managerial decen- 
tralization is not the same thing as 


physical decentralization and does not 
necessarily require physical dispersion 
of plant or personnel. 


What Is Decentralization? 


Managerial decentralization is an 
administrative matter having to do 
with relationships within the manage- 
ment group. More specifically, it has 
to do with a deliberate and company- 
wide delegation of authority and 
autonomy to lower levels. It is also a 
matter of conscious and explicitly for- 
mulated company policy, carried out 
in practice as well as in theory. It 
is made possible only by certain kinds 
of accompanying and supportive ac- 
tion. Mere encouragement within an 
organization of “more delegation” 
does not represent a policy of de- 
centralization. 

Managerial or administrative de- 
centralization is facilitated by the 
breaking up of the organization into 
units which can be managed by one 
line manager and his staff of sub- 
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ordinates and staff specialists. In large 
concerns, this involves “divisionaliza- 
tion”, usually by product, or, on the 
marketing side, divisionalization by 
geographical region. The various di- 
visions of General Motors are a 
familiar example of this as is the 
splitting of the Canadian market in 
maritime, eastern and western divi- 
sions by distributing firms. Each divi- 
sion is then managed in its own terms 
by the division manager and his own 
group. If specialized groups in head- 
quarters have anything to do with 
divisional operations, it is then on an 
advisory and service basis and not 
on a basis of direction and instruc- 
tion. The line manager of a division 
runs it as a business in itself and 
does not receive instructions or super- 
vision from his line chief at head- 
quarters on operating matters but 
only on matters of overall objectives 
and policy. 

Ideally, the manager of a decen- 
tralized unit should be provided with 
a full complement of staff assistance. 
To the extent possible, his unit should 
be fully integrated and self-sufficient. 
Ideally his unit should be a profit 
centre, and he should be permitted 
to have, or to purchase, the things 
and services which he judges he needs 
to produce his profit. He can then 
be made accountable for running a 
profitable operation; or, if profit mea- 
surement is not possible, he must de- 
monstrate continued cost economies. 


Goals of Decentralization 


Total decentralization is impossible. 
It would imply the dissolution of the 
enterprise and its fragmentation into 
a number of totally unconnected smal- 
ler enterprises. The goal of decen- 
tralization is to retain the integrity, 
the “oneness” of the enterprise while 
at the same time improving its vitality 
and efficiency. Decentralization is es- 
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sentially a means of creating improved 
conditions for the more effective utili- 
zation of the company’s managerial 
resources. It does so by giving these 
resources greater scope for independ- 
ent judgment, decision and quick ac- 
tion. 

Decentralization is also a means 
of providing the top executive group 
with more time to do their proper 
job, which is to plan the goals, the 
strategy, the policies and the general 
conduct of the business as a whole. 
In other words, one of the aims is to 
clear the way for better centralized 
decision-making at the top. Central- 
ized policy-level planning and deci- 
sion-making is what gives the organi- 
zation its overall unity, purpose and 
character. 


Two-Way Communication 

Control is another part of the com- 
plex centralization-decentralization is- 
sue. Higher levels must know some- 
thing, and perhaps much, of what is 
being accomplished below them. Cer- 
tain crucial information must flow up 
the organization from bottom to top, 
in the form of control reports, so that 
higher management levels are aware 
of progress and problems and can 
make strategic adjustments. Decen- 
tralization cannot be implemented un- 
less the necessary control reports are 
instituted and unless centralized con- 
trol is thereby made possible. This 
important linkage has been expressed 
in some firms by the slogan: “decen- 
tralized authority with centralized 
control”, 

Effective downward communication 
is a necessary adjunct to decentraliza- 
tion of authority. The decentralized 
manager must know (a) what the 
specific company objectives are, (b) 
what his own specific objectives are, 
and (c) what his exact latitude is for 
autonomous decision-making. The or- 
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dinary job description does not fit the 
bill if this last criterion is to be met. 
What is really needed is a charter, 
a bill of rights, within the political 
structure of the corporation which 
tells him, and guarantees to him, what 
he is authorized to do autonomously. 
This means explicit communication 
to him from the top concerning both 
his objectives and his prerogatives 
for action. 


Decentralization of decision-mak- 
ing is thus closely related to the mat- 
ter of information availability and 
flow within the organization’s com- 
munication network. In decentraliza- 
tion, decisions are made by people 
close to the facts, who are in a posi- 
tion to take into account the im- 
mediately surrounding circumstances, 
and to decide and act with relative 
speed and deftness. Under centralized 
management, the story must travel 
upwards in the organization, suffer- 
ing losses and distortions on the way, 
incurring delay and becoming di- 
vorced from its context. The gains of 
having decisions made by abler or 
more experienced executives at higher 
levels can be offset by these com- 
munication losses and delays. In ad- 
dition, decisions which people them- 
selves make may be more vigorously 
carried out than decisions made at 
higher levels and passed down for 
execution. 


In considering the information and 
communication aspects of decentral- 
ized decision-making, it has been 
mentioned that company goals and 
policies must be well transmitted to 
the lower-level decision-maker since 
they are an important part of the in- 
formation needed for his task. But 
getting enough knowledge and under- 
standing of strategy, goals and poli- 
cies down to lower levels can be quite 
a difficult communications job and, 
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therefore, tends to be both a cost 
and a disadvantage in decentralized 
decision-making. Furthermore, it is 
probably impossible for lower man- 
agement levels ever to see and ap- 
preciate the general company picture 
in quite the same way as higher levels 
are able to, simply because of the 
differences in vantage point and per- 
spective which exist. These difficul- 
ties in downward communication es- 
tablish limits on the amount of de- 
centralized decision-making which 
can be obtained in practice. 


Analogy with Computers 

One can compare decision-makers 
to computers which are set to solve 
problems. The top executive is pro- 
grammed by years of experience in- 
puts and by his intimate knowledge 
of company goals, strategy and policy. 
In addition he will usually be a par- 
ticularly able decision-maker by na- 
ture. In contrast, the lower-level man- 
ager is less well-programmed, and 
perhaps less able. Despite this, he 
has a better and larger input of day- 
to-day, on-the-spot, operating infor- 
mation, and this alone will make him 
better equipped for making operating 
decisions. Analysis of the centraliza- 
tion-decentralization issue is helped 
by this analogy which exists between 
business organizations and communi- 
cation mechanisms of all sorts. Both 
are engaged in the utilization, pro- 
cessing and rendering of information 
for purposes of decision-making and 
action. 

An organization that wants to de- 
centralize must have capable man- 
agers at the middle and lower levels. 
As every experienced executive 
knows, only as much authority can be 
delegated as can be effectively and 
responsibly assumed. While alleged 
lack of ability or experience at lower 
levels is sometimes used as a false 
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alibi for not delegating, it still re- 
mains true that the amount of ability 
which exists at lower levels does put 
an ultimate limit on how much au- 
thority and autonomy can be granted. 
Decentralization depends on having 
good men at lower levels who are 
well-trained and who are paid higher 
than the industry average. 

On the other hand, one of the chief 
values of decentralized management 
lies in its effect in developing the 
ability of lower management and 
thereby providing a dependable sup- 
ply of people ready to move into 
higher positions. Decentralized man- 
agement provides a peculiarly effec- 
tive climate in which people can grow 
in stature at a rapid rate through the 
experience of using their capacities 
fully and of making decisions of suf- 
ficient importance to really tax their 
judgment and wisdom. It is often said 
of Sears-Roebuck that its phenomenal 
rate of growth has been possible due 
to the large reserves of able man- 
agers constantly generated through its 
policy of decentralized authority. To 
expanding firms and expanding indus- 
tries, decentralization may therefore 
be not only desirable but necessary. 


Partial Decentralization 

The decision to decentralize does 
not require decentralization to be car- 
ried out equally for every function. 
For example, of all the functions in 
business, the one most centralized in 
common practice is finance, particu- 
larly in regard to decisions having to 
do with significant capital expendi- 
tures. Marketing and sales is perhaps 
the most commonly decentralized 
function because of the need to get 
and be close to the customer. Again, 
unions’ demands for company-wide 
bargaining have forced many labour 
decisions to become more centralized. 
Certain other variations among func- 
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tions will hinge on the nature of the 
specific business: in an aircraft firm, 
technical decisions may often reach 
the desk of the president, but in a 
retail grocery chain such decisions 
may never or rarely be put before 
him. 

The decentralization philosophy 
does not necessarily require that the 
firm be a large one nor that the units 
be geographically separated or dis- 
persed, contrary to frequent assump- 
tion. It is quite possible to have de- 
centralization within the walls of a 
single plant. The best conditions for 
this to take place is when the plant 
manufactures a small number of dif- 
ferent products on different equip- 
ment. One line superintendent can 
be placed over each product and 
provided to the extent economically 
feasible with his own staff of special- 
ists. For example, he might have his 
own inspection, engineering, main- 
tenance and accounting and indus- 
trial engineering staff, drawing if and 
when need be for extra help from 
the central staff of the plant. In this 
situation, he has his own staff under 
his control, always at the service 
of this one production task, knitted 
together into a coordinated team and 
having an esprit de corps which 
emanates from the returns to the 
product. The logic for this kind of 
in-plant decentralization consists 
mainly of arguments having to do 
with human groups and their func- 
tioning and productivity. The expec- 
ted gains cannot be quantified in ad- 
vance. 

Against this kind of logic is placed 
the argument for “specialization” 
which states that a plant runs best 
if the one functional group has au- 
thority over its function everywhere 
in the plant under the direction al- 
ways of its own specialist super- 


intendent. The argument against de- 
centralization within the single plant 
is also that it will include some dupli- 
cations in staff and equipment. Since 
these costs can be quantified and cal- 
culated in advance, they are often 
sufficient to close the argument. 


It remains, however, that the gains 
from a decentralized operation would 
often turn out greatly to exceed these 
costs were the experiment to be at- 
tempted. For example, in an aircraft 
maintenance and over-haul base, the 
operation of over-hauling a particular 
aircraft was organized on this basis 
and after several months turned out 
to be 25% more efficient in man-hours. 
As a result, the whole base was later 
set up on this organization principle. 


The task of transforming a highly 
centralized management into a rela- 
tively decentralized one is usually 
formidable. Deeply ingrained prac- 
tices and habits, and a deficiency of 
able and enterprising managers, are 
the major obstacles. By their nature 
they are difficult to overcome. 
Furthermore, such a basic transforma- 
tion in management practices is com- 
plex. It requires the establishment of 
new reporting and control systems, 
better communication of objectives 
and policies, some shifting of person- 
nel and a great deal of discrimination 
between what should be decentral- 
ized and what should not. 


Some Disadvantages 

A disadvantage of decentralization 
is that where absolute uniformity in 
practices is desired, it fosters variety 
instead. In an airline, for example, 
passengers expect the same standard 
and the same kind of service at every 
point in the route. It may actually 
be a disadvantage if one station does 
a superlative job if this creates crit- 
icisms of the good but not super- 
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lative treatment received at other 
points. In airlines, station managers 
are never therefore too free to run 
their own show just as they see fit. 
Even when far removed from head- 
quarters they may receive close 
supervision, all in the interests of 
uniformity. Though physically de- 
centralized, this phase of the airline 
business is administratively central- 
ized. 


Despite the frequent desirability of 
decentralization, cases also exist where 
the need is for greater rather than 
less centralization. Typically the 
merging of three or four small enter- 
prises under one corporate roof is 
such a case. Greater market power, 
greater strategic mobility and eco- 
mies of staff can be attained by a 
measure of centralized management 
of the previously disconnected units. 
Indeed, some amount of such cen- 
tralizing is usually among the first 
moves to be made by the new cor- 
porate personality. 


Statistics on the extent of decen- 
tralization in Canadian and American 
industry are not available. Indeed, 
it is hard to see exactly how such a 
complex phenomenon could be mea- 
sured. But judging from the instances 
that are known, and judging from 
the favourable evaluation now im- 
plicitly contained in the word “de- 
centralization”, there is a strong phil- 
osophical drift in this direction 
among management people. At the 
same time, however, it is entirely 
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conceivable that the development of 
electronic data processing may fore- 
see the day when so much informa- 
tion will be relayed so quickly to 
higher echelons, that one of the major 
justifications for decentralized deci- 
sion-making may be considerably re- 
duced. 

The complexities and nuances of 
the centralization-decentralization de- 
cision have to be borne constantly in 
mind. But they should not obscure 
what is really the core of the issue. 
The core of the issue is whether busi- 
ness organizations, which seem al- 
most instinctively to set themselves 
up in the beginning on an autocratic 
and centralized basis, will be either 
more or less effective if they can 
move significantly toward decentral- 
ization and toward a greater amount 
of autonomy in decision-making at 
lower levels. 


An Effective System 

In the light of modern social 
science, decentralization is an effect- 
ive system for organizing the talents 
and energies of men working to- 
gether within the framework of an 
organization. It well fits the nature 
of individual man because it pro- 
vides him with incentives and pos- 
sibilities for greater enterprise and 
responsibility. In principle, it is as 
applicable to the small firm as to the 
large. In ali cases, it must be accom- 
panied by a respect for the virtue, 
and indeed the necessity of a healthy 


measure of centralization. 
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Auditing of Sales Finance Companies 


GENO F. FRANCOLINI, C.A. 


A BOOKLET PUBLISHED by the Feder- 
ated Council of Sales Finance Com- 
panies refers to its members as an out- 
growth of the selling of goods rather 
than the lending of money. A sales 
finance company normally does not 
lend money. This is the function of the 
“consumer loan company” which, like 
the bank and the credit union, is a 
source of loan credit. 

The sales finance company, on the 
other hand, extends credit through 


‘retail outlets as a part of the sales 


transaction. This function of financing 

instalment sales was once performed 

to a limited extent by manufacturers 
and retailers. In recent years, how- 
ever, the enormous expansion of in- 
stalment buying has resulted in the 
very rapid development of companies 
whose sole purpose is to finance this 
phase of our economy. 

Most sales finance companies ex- 
tend credit at two levels: 

(a) At the retail level, to finance in- 
stalment purchases by the con- 
sumer from the retailer. 

(b) At the factory or wholesale level, 
to finance the retailer's purchase 
of goods from the manufacturer. 


Goods Financed 
Sales financing is now available for 
a wide range of durable consumer 
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goods such as automobiles, trucks, 
mobile homes, tractors, farm imple- 
ments, domestic appliances, furniture 
and home improvements. Financing 
is also available on a more limited 
basis for a long list of less durable 
merchandise. 

Sales finance companies also pro- 
vide a source of credit for small 
and medium-sized business concerns 
through the financing of instalment 
purchases of revenue producing ma- 
chinery, construction equipment, res- 
taurant equipment, etc. 

A more recent development, and 
one of growing importance, is the 
financing of rental equipment, usually 
automobiles, trucks or machinery. In 
this case the sales finance company 
finances the purchase of equipment 
which is leased by the owner to the 
actual user. As security, the finance 
company usually takes a chattel mort- 
gage on the equipment concerned 
together with an assignment of the 
rental contract. 


Retail Financing 

Retail instalment contracts, which 
are the main source of a finance com- 
pany’s revenue, are acquired largely 
by purchase from the retail dealer 
who has made the original sale to 
the consumer. 
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At the time of the instalment sale, 
purchaser and dealer complete a re- 
tail conditional sale contract. This con- 
tract provides for the payment by in- 
stalments over a specified period of 
time of the unpaid balance of the 
sale price together with interest, 
finance charges and insurance pre- 
miums. Title to the merchandise in 
question remains with the dealer until 
the instalments have been paid in 
full. 


The sales finance company then 
purchases the completed contract from 
the dealer at a discount and collects 
the instalment payments as they fall 
due. Such contracts are usually en- 
dorsed by the dealer who then re- 
mains contingently liable to the 
finance company in the event that the 
purchaser does not meet the instal- 
ment payments. Occasionally, how- 
ever, a finance company will purchase 
“non-recourse” paper where the deal- 
er’s endorsement is not obtained. 


Prior to the purchase of an instal- 
ment contract, the sales finance com- 
pany normally makes some credit in- 
vestigation of the purchaser. The ex- 
tent of the investigation will vary with 
the value of the dealer’s endorsement 
based on his own credit standing. In 
the case of non-recourse paper a more 
exhaustive investigation is required. 


The dealer is frequently paid a 
commission on contracts purchased 
from him. While the purchase price 
is paid in cash, a holdback is normally 
retained by the finance company as 
security for the dealer’s endorsement 
of those contracts which prove to be 
uncollectible. 


Wholesale Financing 

Wholesale financing is an ancillary 
part of the sales finance business. It 
is extended as a service and an in- 






ducement to dealers from whom re- 
tail contracts are purchased. 

The dealer usually is required to 
pay cash for his purchases from the 
factory prior to the retail sale of the 
merchandise. Accordingly, substantial 
capital or credit is required to finance 
a dealer’s showroom inventory. 

The necessary credit is provided by 
the sales finance company which pays 
cash to the manufacturer on behalf 
of the dealer and accepts as security 
a lien on the merchandise. When a 
retail sale is made, the dealer repays 
the finance company either in cash or 
by transfer of the retail instalment 
contract and receives a discharge of 
the lien. 

As an additional accommodation to 
its dealers a sales finance company on 
occasion will extend a capital loan 
to finance capital expansion or to pro- 
vide working capital. Such loans are 
usually secured by real estate and or 
chattel mortgages. 

In addition to providing retail and 
wholesale financing facilities, many 
sales finance companies either operate 
or have a close connection with a 
general insurance company. This 
facilitates immediate insurance cover- 
age of all goods financed. 

Many finance companies also pro- 
vide the purchaser with term life in- 
surance coverage to the extent of the 
unpaid balance of his contract. 


Accounts and Audit 

Sales finance companies frequently 
operate through a number of branches 
located throughout the area serviced. 
These branches, however, are usually 
maintained only for the purpose of 
purchasing and servicing contracts 
and wholesale advances. Branch re- 
cords are restricted to purchase and 
cash journals and detailed accounts 
receivable ledgers. The main account- 
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ing records are maintained at head 
office and are written up from data 
supplied in daily branch reports. 
Many companies also maintain at 
head office duplicates of detailed re- 
ceivable ledgers. These ledgers are 
frequently recorded on punched cards 
or by other machine accounting me- 


thods. 


In these circumstances the larger 
part of the audit of a sales finance 
company can be carried out at head 
office. Periodic visits to branches, pre- 
ferably on a surprise basis, are of 
value in testing the effectiveness of 
internal control at the branch level. 


Many of the accounting records of 
a sales finance company do not differ 
significantly from those of any other 
commercial enterprise. Such records as 
cash receipts, cash disbursements, (ex- 
cluding contract purchases), payrolls, 
journals and the general ledger should 
be subject to normal audit procedures. 
Specialized areas which require other 
than normal audit techniques include 
contract purchases (both retail and 
wholesale), income appropriation be- 
tween earned and deferred, rebates 
to dealers, dealer holdbacks and con- 
tract verification and valuation. 


Because the tremendous volume of 
transactions and the highly negotiable 
nature of the assets handled create an 
ever-present danger of fraud, an ef- 
fective system of internal control is 
essential to the proper operation of 
a sales finance company. The auditor’s 
first duty is to undertake a compre- 
hensive study of this system on which, 
of necessity, he must place substantial 
reliance. His reports on any apparent 
weaknesses should be filed regularly 
with senior management, together 
with suitable recommendations for 
improvement. 


As in the case of any other audit 
engagement the scope of the detailed 


checking procedures must be deter- 
mined from and closely related to the 
appraisal of internal control. In the 
audit of a sales finance company, 
however, selection of adequate sampl- 
ing procedures assumes major import- 
ance due to the great volume of in- 
dividual transactions. It will often be 
found that the extent of detailed test- 
ing can be reduced significantly by 
the intelligent application of the mass 
of statistical data which is maintained 
by most finance companies. 


Retail Contracts 

The contract document sets out a 
description of the goods pledged as 
security, cash selling price, down pay- 
ment, unpaid balance financed, in- 
surance premium, finance charge, 
number and amount of instalment 
payments, amount of dealer reserve 
and/or holdback and net amount pay- 
able to the dealer as well as other 
miscellaneous information. 

These documents should be vouch- 
ed and checked on a test basis for 
mathematical accuracy and overall 
compliance with company policy. 
Finance charges and insurance pre- 
miums should be test-checked to see 
that correct rate charts have been 
used. Dealer holdback and _ reserve 
percentages are checked to dealer 
agreements setting out the authorized 
percentages. Down payments and 
maturities are checked to company 
regulations as to minimum and maxi- 
mum required. Underlying data 
should be examined for insurance en- 
dorsements, proper signatures and 
contract registration. 


In addition, some type of physical 
verification is required to establish 
the validity of contracts purchased 
to to protect against the possibility 
of the purchase of fictitious or mis- 
represented paper from a fraudulent 
dealer. Most sales finance companies 
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have their own internal method of 

validating contracts purchased. These 

methods include: 

(a) Confirmation of the existence of 
the debtor by the mailing from 
head office of coupon payment 
books with a head office return 
address in case of non-delivery. 

(b) Physical verification of a selected 
sample of new contracts to ascer- 
tain that the debtor exists, has 
possession of the pledged goods 
and admits the debt. 

The auditor, after satisfying himself 
of the adequacy of his client’s internal 
system, should make some further 
mail confirmation of the validity of 
contracts receivable. Confirmation 
procedure usually presents a special 
problem because of the very large 
number of contracts involved and 
owed in many cases by a transient 
group of debtors. It is most important, 
therefore, that an adequate sample 
is selected and that all differences and 
exceptions are cleared carefully. After 
a reasonable length of time a list of 
debtors who do not reply should be 
delivered to an appropriate official 
of the client company. He should ar- 
range to make direct contact with 
the debtors concerned. 


Leased Goods 


Contracts secured by leased goods 
represent an area of special concern 
as the collateral is quite susceptible 
to fraudulent conversion. The internal 
physical verification of leased goods 
by the finance company should be 
done immediately after purchase of 
the contract, with frequent subse- 
quent verifications. The initial physi- 
cal verification together with an as- 
signment of the lease establishes that 
the original contract is valid. The 
subsequent verifications, however, are 
even more important. For example, 
it would be possible for the lessee to 
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return the goods after a short length 
of time, and the lessor could fail to 
report the return while still maintain- 
ing the monthly payments to the 
finance company. A fraudulent lessor 
would then be in a position to sell 
the goods, leaving the sales finance 
company without collateral. Subse- 
quently, should the lessor experience 
financial difficulty, the sales finance 
company would suffer a substantial 
loss. 

In these circumstances it is im- 
portant that the audit program in- 
clude an adequate test confirmation 
of collateral security held by lessees. 
A specially designed confirmation 
form which sets out the names of the 
lessor, lessee, finance company and a 
description of the goods is usually 
required. Lessees who do not reply 
to the confirmation requests should 
be checked further to ensure that the 
rental contract is still in effect and 
that the collateral still exists. This 
can be achieved by contact with the 
lessee. An alternative procedure is to 
confirm ownership of the goods. In 
the case of automobiles and mobile 
homes which require licensing, it is 
a simple matter to confirm ownership 
of these vehicles with the various pro- 
vincial licensing departments. As long 
as ownership is vested with the lessor, 
the availability of the collateral is 
established satisfactorily. 


Wholesale Accounts 

Wholesale financing, which is pro- 
vided largely as an accommodation 
to dealers, rarely produces a signifi- 
cant portion of a finance company’s 
revenue. Because of its nature, how- 
ever, it frequently exposes the lender 
to the greatest risk of loss through 
fraudulent conversion of collateral. 
For this reason wholesale financing 
merits the most careful audit examina- 
tion, both internal and external. 
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There are two sections to the whole- 
sale financing business: new and used 
wholesale. The accounting for both, 
however, is basically the same and 
each dealer is given maximum credit 
limits for both. Advances on whole- 
sale, in the case of new goods, are 
based on factory cost to the dealer 
while in the case of used goods a 
percentage of the average wholesale 
market price is usually permitted. 


The auditor should test - check 
wholesale advances to determine — 
(a) that dealer credit limits are being 
adhered to and (b) that advances are 
in accordance with his client’s regula- 
tions. These checks, along with the 
verification of the monthly interest 
charges, reductions, etc., are only a 
relatively minor part of the whole- 
sale verification. The most important 
item is the verification of the exis- 
tence of the dealer’s financed whole- 
sale inventory. 


Dollar amounts receivable on 
wholesale accounts are verified by 
normal mail confirmation. In addition, 
as a very minimum, by way of phy- 
sical verification, the auditor should 
satisfy himself beyond doubt that his 
client’s inspection of pledged whole- 
sale inventories is effective and fre- 
quent. Many auditors would agree, 
however, that the audit program 
should include a physical check of the 
inventories of certain dealers selected 
on a sampling basis. Such a physical 
check entails attendance with repre- 
sentatives of the client during an in- 
spection of dealer inventories. 


A suggested procedure for inspect- 
ing a dealer’s wholesale inventory is 
as follows: 

(a) A listing of the dealer’s whole- 
sale liability, setting out descrip- 
tion of the units, i.e. year, make 
and serial number, dollar amount, 
etc., should be prepared. Dollar 


balances should be trial balanced 
and agreed to the dealer’s out- 
standing control. 


(b) Each unit should be located and 
the serial number and descrip- 
tion checked. Serial numbers 
should not be taken from any 
source other than the collateral. 


(c) If certain units cannot be ex- 
amined physically the auditor 
should (a) confirm ownership 
with the Motor Vehicles Branch 
in the case of automobiles or 
trailers and/or (b) report his 
findings to the client’s head office. 
Head office should be required 
to follow up the discrepancy to 
the auditor's satisfaction. 


(d) In the case of used collateral, 
particularly automobiles, special 
attention should be given to the 
condition of the unit, mileage, 
etc. When units are not in good 
condition, care should be taken 
to ascertain that advances do not 
exceed the current market value 
of the collateral. The existence 
of excessive advances not only 
involves the danger of immediate 
loss but also can have an un- 
fortunate effect on the operation 
of the dealer's business which ex- 
poses the finance company to the 
risk of serious future losses. On 
the sale of a unit where the 
wholesale advance exceeds mar- 
ket value, the dealer is required 
to use his own funds to the ex- 
tent of the difference so that the 
advance may be repaid in full. 
Thus he may be tempted not to 
press the sale of units which will 
involve an out-of-pocket expen- 
diture rather than a cash profit. 
This situation, if permitted to 
continue, can be ruinous to the 
dealer and consequently serious 
to the finance company. 








456 


Physical inspection of dealer stocks 
should include demonstrator units, re- 
possessions and all other merchandise 
subject to lien. 


Delinquency Reports 

During the auditor’s visit to the 
branches, he should verify the delin- 
quency statements submitted to head 
office. A delinquency statement is 
simply the finance company’s counter- 
part to the commercial concern’s age- 
ing of accounts receivable. The delin- 
quency statements set out the analysis 
of delinquencies by customer name 
in the case of non-recourse contracts 
and by customer and dealer name in 
the case of endorsed contracts. 


From an audit standpoint the age- 
ing schedule of a sales finance com- 
pany, although somewhat different in 
form from the normal commercial 
ageing schedule, still has as its prim- 
ary purpose, the analysis of the con- 
tracts for the purpose of determining 
the extent of possible losses. In view 
of the vital importance attaching to 
the valuation of a finance company’s 
portfolio of contracts, it is essential 
for the auditor to satisfy himself as to 
the accuracy and adequacy of the 
delinquency reports prepared by his 
client. 


Timing 

Due to the highly negotiable nature 
of a finance company’s assets, it is 
important that current audits should 
be carried out on a surprise basis. 
Audit visits should be made as often 
as practicable at odd dates during any 
month of the year. 

Arrival of the audit staff at branch 
offices is best timed either at opening 
time in the morning or after banking 
hours in the afternoon. Arrival at any 
other time will result in difficulty in 
the control of cash. 
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Balance Sheet Verification 


Contracts receivable 

The valuation of contracts receiv- 
able is the most difficult and at the 
same time the most important of the 
auditor’s duties. A proper independent 
evaluation is possible only through 
the exercise of good judgment based 
on an intimate knowledge of the 
client’s affairs and assisted by statis- 
tical data and credit files compiled 
by the client’s staff. 


Delinquency reports are reviewed 
and test-checked in much the same 
manner as any accounts receivable 
ageing schedules. In this case, how- 
ever, non-recourse contracts (if any) 
must be analyzed and valued separ- 
ately in the light of collection ex- 
perience and available collateral. Con- 
tracts bearing dealer endorsements 
are grouped by dealer and valued 
with reference to the financial res- 
ponsibility of the guarantor. 


The following techniques are use- 
ful to evaluate endorsed contracts: 


(a) Review each dealer's financial 
statements which are usually sub- 
mitted to the sales finance com- 
pany on a regular basis and as- 
sess the degree of financial sta- 
bility. 

(b) Examine the client's “exposure” 
with each dealer. i.e. total ad- 
vances in the form of capital 
loans and wholesale borrowings. 
Compare the dealer's total con- 
tingent liability in respect of out- 
standing retail contracts with the 
security held by the finance com- 
pany in the form of loss reserves 


and/or holdbacks. 


Analyze each dealer's delin- 
quency reports, charge-offs and 
recoveries, and form an opinion 
as to the general quality of the 
paper submitted. 


(c 


~~ 
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(d) Analyze the results of the cur- 
rent audit tests such as the whole- 
sale car check, contract confir- 
mations, etc. in order to form 
an opinion as to each dealer’s 
general reliability. 

(e) Review dealer’s credit file for cor- 
respondence which may give fur- 
ther indications of the dealer’s 
financial status. 

(f) Discuss each dealer’s portfolio 
with responsible credit officials 
of the company. 


Only after a comprehensive review 
along the lines suggested, together 
with careful consideration of the 
client’s loss experience as shown by 
statistical records, is the auditor in 
a position to make an independent 
evaluation of contracts receivable and 
to form his own conclusions as to the 
adequacy of the allowance for losses 
carried by his client. This independ- 
ent judgment is essential to the ex- 
pression of an opinion on the com- 
pany’s financial statements. 


Repossessions 

Repossessions represent inventories 
of goods repossessed for non-payment 
of contracts and which have to be 
liquidated by the sales finance com- 
pany either because the dealer guar- 
antor has proved to be not financially 
responsible or because the original 
contract was purchased on a non- 
recourse basis. Normal inventory veri- 
fication is applicable to this asset item. 
By reference to published data and 
after making due allowance for the 
condition cf the goods, the auditor 
can ascertain that repossessions are 
valued at the lower of unpaid con- 
tract balance or current wholesale 
market price. 


Unearned (or deferred) finance 
charges and discounts 


A sales finance company normally 


records contracts purchased at their 
full face value and credits the pur- 
chase discount to a deferred revenue 
account. As the release of deferred 
revenue to income on an appropriate 
basis is essential to the proper deter- 
mination of profits, this phase of a 
finance company’s operation requires 
careful scrutiny by the auditor. 

The most widely used and accepted 
method for income transfer involves 
the release of a reasonable initial “set- 
up charge” to cover acquisition costs 
at the time a contract is purchased. 
The balance of the discount is then 
transferred monthly to income over 
the life of the contract based on the 
“sum of the digits” formula. 


There are many other acceptable 
bases for taking down deferred in- 
come, and in each case the auditor 
should satisfy himself that the method 
is reasonable in the circumstances and 
is applied consistently. Any change 
in the basis can distort operating re- 
sults and requires full disclosure in 
the financial statements. 


The auditor should review his 
client’s method of releasing deferred 
income and satisfy himself that no 
change in basis has been made from 
previous periods. He should then test 
the calculations of the monthly trans- 
fers to the extent necessary to ascer- 
tain that the approved method is 
being properly applied. 


Amounts withheld from dealers 


Major amounts due to dealers at 
the balance sheet date should be con- 
firmed directly with the dealers con- 
cerned. Dealer files should also be 
reviewed to determine if liabilities 
to all participating dealers have been 
recorded. 


Debentures, notes payable and other 
long-term liabilities 


The verification of these liabilities 


458 


of a sales finance company presents 
no unusual problems. The terms of 
the indentures and trust deeds under 
which borrowings are secured, how- 
ever, frequently include provisions not 
usually found in other industries. For 
this reason a careful review is re- 
quired to ascertain that all require- 
ments have been fulfilled. 


Detailed Reports 

Sales finance companies are fre- 
quently substantial borrowers from 
banks and other lending institutions. 
For this reason their financial state- 
ments and the accompanying auditor’s 
reports are subject to careful review 
by suppliers of loan capital. 

The auditor is often in a position 
to facilitate the establishment of his 
client's credit standing by including 
in a supplementary report certain 
selected and verified statistical data 
which is required by the lending in- 
stitutions. Such data would include: 
(a) Analysis of contracts purchased 

during the period by type of col- 
lateral. 
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(b) Analysis of balances outstanding 
at end of period by type of col- 
lateral. 

(c) Average dollar value of contracts 
purchased and outstanding by 
type of collateral. 

(d) Average term of contracts pur- 
chased and outstanding by type 
of collateral. 

(e) Analysis of loss ratio by type of 
collateral. 

(£) Analysis of wholesale loans by 
type of collateral, etc. 


Conclusion 

The foregoing is little more than 
an outline of a few of the more signi- 
ficant problems encountered in the 
audit of sales finance companies to- 
gether with suggested audit tech- 
niques. As in the case of all audit 
engagements an imaginative approach 
and extensive study of the problems 
peculiar to the client’s operation are 
essential if the auditor's responsibility 
to his client is to be satisfactorily dis- 
charged. 


Creativity and the Corporation 


The modern corporate entity is a stable, continuing institution 
in which many persons may serve for their entire career. That kind 
of life-long involvement exists in a small non-corporate enterprise 
only for the entrepreneur himself, or else it is confounded with 
personal loyalty by and to the faithful retainer. The employee of the 
corporation, on the other hand, may see in the company a complex 
milieu providing all the facilities for the working out of his entire 
career. For this reason it is essential, in the long term, for the 
corporation to give full scope to the human need for a sense of 
creativity, a sense of purpose and a sense of usefulness. To the 
extent that the executive’s operational code fails to be sensitive to 
these needs, it simultaneously undermines morale and destroys valu- 
able resources of creativity which the corporation requires. 

—Richard Eells, “The Meaning of Modern Business” 
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Education for Accounting 


A summary of the 1960 report prepared by the 
Sub-Committee on Long-Range Educational Planning of the 
Provincial Institutes of Chartered Accountants in Canada 


THE SUB-COMMITTEE'S report of August 
1959 was in favour of the recom- 
mendation that a university degree 
become the educational requirement 
for admission, with transition to that 
requirement completed by 1970. 


The report included a prospective 
timetable that suggested the period be- 
tween 1960 and 1961 as the time dur- 
ing which provincial Institutes would 
be asked to consider and take a firm 
decision upon specific proposals re- 
lated to the subject. It was not visual- 
ized that adoption in principle of the 
broad recommendation contained in 
the 1959 report should connote ap- 
proval of the respective provincial In- 
stitutes, but rather that it should pro- 
vide the sub-committee with encour- 
agement for further exploration along 
the lines chosen. 


The decision was also taken to 
supply copies of the 1959 report to the 
councils of the provincial Institutes 
with a request that their views be 
expressed on the proposals. 


Specific Proposal 

The 1960 report has resulted in the 
following recommendations which 
were recently approved by Councils 
of the Institutes of Chartered Ac- 
countants of Ontario and Quebec: 


1. Only those applicants who provide 
evidence that they have obtained, 
as a minimum, a _ baccalaureate 
degree from a recognized Can- 
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adian university, or the equivalent, 
will be accepted as students-in- 
accounts after December 31, 1969 
(except as provided in 4 below); 
for this purpose “a recognized 
Canadian university” is one ap- 
proved by the provincial Institute 
concerned, and “the equivalent” 
means education, in another coun- 
try, satisfactory to the provincial 
Institute concerned. 

For students-in-accounts accepted 
after December 31, 1969, the min- 
imum period of practical training 
will be two years. 

All students will continue to be 
required to successfully complete 
the uniform final examination. 


Provincial Institutes may provide 
programs whereby students-in-ac- 
counts pursue concurrently the ob- 
jectives of a university degree and 
admission as a chartered account- 
ant, but any students commencing 
such a program after December 
31, 1969 will submit evidence that 
they have obtained a_baccalau- 
reate degree before they will be 
admitted to membership. 

The above being in the nature of 
minimum requirements, a provin- 
cial Institute that advances the 
date upon which it applies them 
or imposes further restrictions or 
additional requirements will not 
on that account be deemed in 
conflict with them. 











. Each provincial Institute is re- 
quested to take a decision on these 
recommendations and report the 
decision to the Provincial Insti- 
tutes’ Committee on Education 
and Examinations before the com- 
mittee’s 1961 meeting. 

For purposes of this report “syl- 
labus” is defined as a statement of 
the subject matter on which examina- 
tion is based and “curriculum” is a 
prescribed course of study. 


Courses of Study 

It would be unwise to look for 
uniformity in such matters as course 
of study. It may be that some or all 
provincial Institutes, given a sufli- 
ciently precise syllabus for the pur- 
pose, will wish to arrange for uni- 
versities to develop and/or teach the 
entire course of study, the elementary 
part of the curriculum, or certain sub- 
jects only; this might be through cor- 
respondence, evening lectures or full- 
time day classes at university. None 
of these kinds of arrangements or 
combinations thereof would conflict 
with the specific proposals made 
above. 

It is not proposed to discuss in detail 
particular arrangements that might be 
made. Provincial Institutes can ex- 
plore to better purpose the applicabil- 
ity of various courses of action to local 
circumstances. However, one general 
question should be settled — will there 
continue to be an Institute-sponsored 
course after transition and, if so, will 
it be an advanced course only or com- 
mence with fundamentals as at 
present? 

There would appear to be a con- 
tinued need for a Chartered Account- 
ants Course of Instruction, both as a 
yardstick for the content of university 
courses for our profession and a 
course of study for university gradu- 
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ates who would not be able to avail 
themselves of other instruction media. 
Because some university graduates 
will have no accounting, auditing or 
similar courses (others will have vary- 
ing levels of background in such sub- 
jects), it follows that the course 
should commence with fundamentals 
as at present. However, certain prob- 
lems that would be attendant on its 
continued use should be noted: 


1. Before a university graduation 
requirement became effective, the 
present course of instruction would 
need substantial revision if it is to 
serve the needs of university grad- 
uates only. 


If the student force should be re- 
cruited for the most part from 
among university graduates al- 
ready possessing some accounting 
background, few students would 
require the elementary portion of 
the Institute-sponsored course. 


3. If some provinces should decide to 
place responsibility for instruction 
entirely, or largely, in the hands 
of the universities, fewer students 
might require even the advanced 
portion of an Institute course. 


4. The cost of redeveloping, main- 
taining and administering the 
course thus might become quite 
substantial per student using it. 


In spite of foreseen difficulties, it 
is felt that the value to be gained 
in continuing an Institute-sponsored 
course of instruction would far out- 
weigh the costs involved. What may 
need to be devised is a means of fair- 
ly allocating the major part of de- 
velopment and maintenance cost quite 
distinct from the charge made per 
student using the course. 


It is recomended that whatever ar- 
rangements are practicable for rede- 
velopment of the Chartered Account- 


bo 
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EDUCATION FOR ACCOUNTING 


ants Course of Instruction should be 
made in order to suit the needs of 
university graduates only. 

= e 2 e 


If a four-year upper limit is indi- 
cated on the period of practical train- 
ing for university graduates how can 
the course of study match, much less 
improve upon, the five-year Chartered 
Accountants Course? 

University graduates with no ac- 
counting background must now digest 
the five-year course in four years 
(less in some cases), so that constric- 
tion of the course from five to four 
years will impose upon them no more 
hardship than is now the case, and 
the existing course must be designed 
primarily to accommodate high school 
graduates and be geared to their ab- 
sorption capacities. It is reasonable 
to suppose that university graduates 
will be more mature and possess a 
more highly developed reasoning 
power, that they can master the sub- 
ject matter more rapidly. It may be 
that repetition and review could be 
modified in the changed circum- 
stances that would surround the 
course. 

It is safe to assume that the existing 
five-year course may be compressed 
into four years for university gradu- 
ates without losing weight or effective- 
ness in the process. Any proposals 
which envisage substantial enlarge- 
ment of the scope and effectiveness of 
the course of study will involve con- 
siderations extending beyond the 
modifications already mentioned. 


Syllabus and Related Considerations 
It will be clear to all who have 
studied the syllabus or curricula that 
the main problem is one of choosing 
from among numerous alternatives, 
each possessing special attraction for 
its advocates. The problem is further 
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complicated by questions of the depth 

of knowledge required in each area. 

A syllabus should provide an indica- 

tion of this if it is to serve its full 

purpose. 

In order to improve the chances of 
maintaining objectivity, broad cate- 
gories of subject matter have been es- 
tablished, to which are attached 
premises, as follows: 

I Subjects that are comprised in 
general education— 

it should not be a specific func- 
tion of the curriculum to make 
up deficiencies in capacities 
that should have been develop- 
ed in the course of acquiring a 
general education. 

II_ Basic skills by which the profes- 
sion should be identified— 

thorough general training in 
these should take precedence 
over other subject matter. 

III Subjects, not part of general edu- 
cation, of which it is necessary 
to have an understanding in 
order to appreciate the purposes 
served by the basic skills and 
effectively apply them— 

basic knowledge in these should 
take precedence over cate- 
gories that follow. 

IV Specialized studies in the areas 
of basic skills— 

V_ Advanced study of subjects that 
fall within category III— 

VI Areas contiguous to those of the 
basic skills (category II) but 
which do not fit the definition of 
category III— 

to the extent practicable cover- 
age should be provided in 
areas IV, V and VI, but they 
must be subordinated to cate- 
gories II and III; for the most 
part detailed coverage will re- 
main to be secured by way of 
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post-qualification study and ex- 
perience. 

VII Subjects, a knowledge of which 
is desirable for business and pro- 
fessional people generally, but 
which are not comprised in cate- 
gories I-VI— 

subjects of common interest 
cannot be justified for inclusion 
in a curriculum until all areas 
of more particular interest have 
been provided for. 


Application of these premises ob- 
viously does not eliminate the need 
to use judgment. However, if they 
seem logical, approval of them should 
provide at least a modicum of general 
direction to those charged with re- 
sponsibility for curriculum and sy]- 
labus. 


Summation 

Future tasks for the sub-committee 
will cover the further consideration of 
syllabus. Looking farther ahead, col- 
laboration with those charged to di- 
rect the development of courses will 
be one of the ways in which desir- 
able refinements will become ap- 
parent. 

It may well be that the time is 
coming when the provincial Institutes 
will need to employ a director of edu- 
cation to effectively coordinate educa- 
tion at the pre-qualification level. This 
too is among the matters to which the 
sub-committee will probably give 
future attention. 


The recommendations contained in 
the report may be summarized as 
follows: 

1. That specific proposals having to 
do with the educational require- 
ment of a university degree be 
submitted to provincial Institutes 
for decision before their 1961 
meetings. 

2. That arrangements be made for re- 


development of the Chartered Ac- 
countants Course of Instruction to 
suit the needs of university grad- 
uates only. 

That the committee approve a 
broad categorization of subject 
matter and aforementioned pre- 
mises. 

It is becoming increasingly clear 
that the Canadian economy demands 
an increasing volume and variety in 
the kind of services chartered account- 
ants should be qualified to supply. 
Greater influence of government in 
business, greater use of budgets and 
financial reports for management 
planning and control are cases in 
point. This complexity in business 
growth is likely to continue and has 
already raised the qualitative de- 
mands upon the profession. The com- 
mittee feels that the demand for 
quality will equal every well-directed 
effort that may be made towards its 
improvement. The knowledge that 
may soon be expected of a chartered 
accountant could be broader in scope 
than that of any other professional 
person and while additional knowl- 
edge must be gained after the C.A. 
designation is obtained, it is import- 
ant also that the pre-C.A. training be 
upgraded and broadened. 


University education has long been 
recognized by other established pro- 
fessions as a prerequisite for admis- 
sion, and the public generally has 
come to think of the professions as 
synonymous with university gradua- 
tion. There is little comfort in telling 
ourselves we have all the basic at- 
tributes of a profession if we should 
cease to be accepted as such and not 
sought to supply professional service. 
If we are to promote greater recogni- 
tion as a profession, it is essential that 
steps be taken to ensure that our 
standards of admission are at a pro- 
fessional level. 
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Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 


Most of the interest in “generally 
accepted accounting principles” which 
was generated by the inclusion of the 
phrase in the form of audit report 
recommended by Bulletin No. 17 has 
been concentrated on the nature of 
“accounting principles”. In the follow- 
ing article, Ross M. Skinner, C.A. 
takes a different approach and dis- 
cusses some of the implications of 
the use of “general acceptance” as a 
criterion of validity for accounting 
principles. Mr. Skinner is a partner in 
Clarkson, Gordon & Co., Toronto. 


“GENERALLY ACCEPTED ACCOUNTING 
PRINCIPLES” 
Ross M. Skinner 


The phrase “generally accepted ac- 
counting principles” originated in the 
United States about 25 years ago, and 
has been used in American auditor's 
reports for many years. Canadian au- 
ditors did not adopt the phrase on 
a large scale until quite recently when 
its use was recommended in Bulletin 
No. 17 issued by the CICA Re- 
search Committee. However, most 
Canadian auditors probably felt that 
the phrase was implicit in their re- 
ports, and therefore the change re- 
commended by Bulletin No. 17 was 
more of form than of substance. In 
view of this long history, it is a sur- 
prise to find that the phrase “general- 
ly accepted accounting principles” 
sometimes seems so difficult to apply. 

The fundamental question would 
seem to be whether, in suggesting that 





accounting statements should be pre- 
pared in accordance with generally 
accepted accounting principles, we 
set up a proper measuring stick for 
appraising accounting performance. 
If the answer is “no”, what other 
standard is there? If “yes”, does the 
standard work reasonably satisfactor- 
ily in practice? Or are there any ways 
by which it can be improved or its 
meaning clarified or strengthened? 


Do “generally accepted accounting 
principles” form a proper standard by 
which to judge financial statements? 

One feels, instinctively, that the 
standard by which one should judge 
the accounting methods used in re- 
cording data and preparing financial 
statements should be that of what is 
“appropriate” or “reasonable” or 
“sound”, not what is generally accep- 
ted. If a generally accepted account- 
ing principle is inappropriate, either 
because it does not fit the special 
circumstances of the case in question, 
or because it is ill-conceived in itself, 
one may be tempted to think that 
generally accepted accounting prin- 
ciples form a straight-jacket that may 
well hinder, rather than help, the best 
accounting presentation. 


An accounting principle, of course, 
only becomes generally accepted in 
relation to some specific assumptions 
or set of circumstances. In practice, 
one way to avoid difficulty with 
generally accepted principles is to 
differentiate difficult situations from 
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those for which generally accepted 
accounting principles have been de- 
veloped and derive a new or different 
principle which will be appropriate 
to the situation. Within reason, this 
process is perfectly valid; however, 
carried to the ultimate, it could mean 
that a different accounting principle 
would be developed to fit every minor 
variation in circumstance, and thus 
the phrase “generally accepted ac- 
counting principles” would complete- 
ly lose its meaning. 


When it is argued that “sound” ac- 
counting should take precedence over 
“generally accepted” accounting, the 
question naturally arises how sound 
accounting is to be determined. Most 
accountants would agree that account- 
ing practices must be judged by the 
standard of utility. Utility itself may 
depend upon the readers to whom the 
accounting statements are directed. 
For example, the interests of manage- 
ment may be different from that of 
shareholders, and the interests of 
shareholders may be different again 
from that of society at large. Man- 
agement may be interested in ac- 
counting methods which are best 
suited to help in managerial deci- 
sions, e.g. direct costing in certain 
circumstances. Shareholders on the 
other hand are largely or solely in- 
terested in accounting methods which 
best reflect the economic power of 
the business. Society in the guise of 
the tax collector or, say, the national 
income statistician, may be more in- 
terested in uniformity of accounting 
methods than in other purposes. 


It is evident that the judgment of 
different individuals as to the useful- 
ness of different accounting pro- 
cedures may vary quite widely. There- 
fore, if the sole test of accounting 
methods is to be their presumed 
“soundness”, there is considerable risk 
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that faulty judgment will be applied 
by individual accountants. In addi- 
tion, it is certain that a lack of uni- 
formity in accounting will be en- 
couraged. 


It would appear that the reference 
to “generally accepted accounting 
principles” is introduced in order to 
obtain some measure of objectivity 
in the choice of accounting methods. 
That is to say, instead of appealing 
to the judgment of the individual, 
the appeal is made to collective judg- 
ment which can be more or less ob- 
jectively determined by examination 
of accounting literature and a repre- 
sentative sample of published state- 
ments. It may be noted in passing 
that this appeal to an objective source 
strengthens the hand of the auditor. 
If the propriety of a given accounting 
treatment is a matter solely of in- 
dividual judgment, a client’s opinion 
would be at least as good as that of 
his auditor, and probably better be- 
cause he would be more familiar with 
all the special circumstances of the 
problem. However, when the auditor 
is able to refer to what other people 
have done in the same circumstances, 
his opinion may be fortified and his 
stand strengthened. 


Does the test of “generally accepted 
accounting principles” work reason- 
ably well in practice? 

One problem that arises every time 
accounting methods are discussed is 
“how do we know what the generally 
accepted accounting principles are?” 
Probably, our first reaction to this 
question in any given case is to check 
the bulletins issued by the accounting 
societies in Canada and the United 
States, and more rarely in the United 
Kingdom, to see what is recommend- 
ed. However, this procedure is sub- 
ject to two difficulties. In the first 
place, the bulletins do not cover 
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nearly all the areas where problems 
lie; in the second place, they do not 
purport to establish what are to be 
considered “generally accepted ac- 
counting principles”, they merely sug- 
gest or recommend, and acceptance 
of such recommendations may or may 
not result. 

A second place where one can look 
to see what is generally accepted 
is in the published annual reports 
of public companies. These, however, 
do not always disclose details of ac- 
counting methods, and it is not easy 
for everyone to obtain the complete 
view of practice that is necessary to 
decide what is generally accepted. 
The publication of the Canadian 
Institute “Financial Reporting in 
Canada” and the somewhat similar 
publication of the American Institute 
are valuable guides to what is done 
in practice, but their usefulness neces- 
sarily suffers from the inability of the 
reader to relate individual variations 
in practice to particular sets of cir- 
cumstances. Then one can have re- 
course to accounting literature in text 
books and professional journals. The 
difficulty here is that normally these 
are not written with the intention of 
setting out what is the generally ac- 
cepted view, but rather what the 
author feels is the best practice. Since 
authors frequently contradict each 
other, it is necessary to make a choice 
between them, which is in conflict 
with the basic idea of attempting to 
find out what is generally accepted. 

A particular difficulty in Canada is 
that occasionally accounting methods 
differ from those followed in the Uni- 
ted States. Therefore, it is not enough 
for a Canadian practitioner merely 
to search the American sources 
(which are much more prolific than 
Canadian) to ascertain accounting 
principles, he must also take into con- 
sideration whether there is any dif- 
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ference between Canada and the Uni- 
ted States in the specific question he 
is looking at. Apart from this practical 
difficulty, there is the question why 
there should be a difference between 
Canadian practice and American prac- 
tice. Except in rare cases where ac- 
counting treatment is influenced by 
differing tax legislation in the two 
countries, the underlying logic is the 
same, and one would expect Cana- 
dian accounting treatment to agree 
with American treatment assuming 
practitioners in both countries have 
used a logical process in developing 
their accounting methods. A related 
problem for the Canadian practitioner 
is that his report may be read both 
by Americans and Canadians and the 
question arises as to what accounting 
principles should prevail when their 
is a conflict. 


Another serious problem with re- 
ference to generally accepted ac- 
counting principles arises when two 
or more principles exist which may 
be applied in a given situation and 
which yield widely different results. 
If accounting statements were pre- 
sumed to be prepared only by refer- 
ence to what seems to be appropriate, 
differing accounting methods could 
be more easily explained to the public 
at large than they can when reference 
is made to generally accepted ac- 
counting principles. It would be a 
very natural human reaction to think 
that in a given situation one par- 
ticular accounting treatment must be 
the best, and that this should be the 
generally accepted treatment. So long, 
therefore, as wide variations exist in 
accounting principles or their appli- 
cation, accountants are open to con- 
siderable public criticism. 


Another problem frequently raised 
in practice is how progress in ac- 
counting can come about if all state- 
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ments must be prepared in accord- 
ance with accounting principles that 
are already generally accepted. There 
is probably not too much difficulty 
when an accountant encounters a 
completely new problem except that 
he may ask himself how he can say 
that the statements have been pre- 
pared in accordance with generally 
accepted accounting principles, when 
in fact in a particular aspect, no prac- 
tice has as yet been established. Pro- 
bably in such cases the accountant 
would follow the method which 
seemed best to him, and his auditor 
would report that this was in ac- 
cordance with generally accepted ac- 
counting principles, so long as it con- 
formed with some of the very broad 
principles such as matching income 
with expense on a reasonable basis. 


A more difficult problem arises 
when it is desired to change from 
a previously established practice, 
either because of changing circum- 
stances or merely because the think- 
ing on which the old practice was 
established has become outmoded. 
One would hope that if the account- 
ant of a business and his auditor 
both agree that a certain accounting 
treatment is the best, they should not 
hesitate to use it even if it does not 
appear to conform with what are 
generally accepted accounting prin- 
ciples. However, this may not be 
clear to all practitioners; in addition, 
there arises a problem in disclosure 
in accounting statements. Presum- 
ably, the accounting treatment adop- 
ted should be explained in notes to 
the financial statements and the au- 
ditor should refer to this explanation 
and state that he approves the de- 
parture from generally accepted ac- 
counting principles. One wonders 
whether this would actually occur in 
practice. 
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Terminology Difficulties 

Problems also frequently arise re- 
lated to the specialized meaning of 
the term “generally accepted account- 
ing principles”. The uninitiated might 
think that if an accounting principle 
is generally accepted it must be in 
common use. He might also think that 
if it is generally accepted it must be 
accepted by a majority and therefore 
no other conflicting principle could 
be applied in the same situation be- 
cause it would only be accepted by 
a minority. The facts of the case are, 
however, that a particular accounting 
method may be generally accepted 
as being appropriate, but may be ap- 
plied relatively rarely even in those 
situations where it could be used. 
For example, sinking fund deprecia- 
tion is probably generally accepted 
as a method of providing deprecia- 
tion that conforms with the require- 
ments of being reasonable, systematic 
and orderly. However, one rarely en- 
counters this method in practice. 
Similarly, in practice, “generally ac- 
cepted” does not mean that a prin- 
ciple is exclusive. There are many 
situations when either Fifo or Lifo 
inventory accounting would be ac- 
cepted even though they might give 
quite different results. 


Another terminology difficulty arises 
because the phrase “generally accep- 
ted accounting principles” was de- 
veloped mainly by reference to profit- 
making industries. Accounting prin- 
ciples used by governments, chari- 
ties, hospitals and many other in- 
stitutions differ from those developed 
for commercial enterprises. The most 
important of these differences usually 
is the lack of depreciation accounting 
in non-profit institutions, following 
from the fact that they do not nor- 
mally seem to be concerned with 
establishing an “income” figure for 
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the year. These differences place ac- 
countants and auditors in a dilemma. 
Can an auditor, reporting on a non- 
profit organization that has not pro- 
vided depreciation, state that these 
statements are in accordance with 
generally accepted accounting prin- 
ciples? If he does, how does he ex- 
plain to the business man director of 
that organization that what was gen- 
erally accepted accounting in a non- 
profit organization is not generally ac- 
cepted accounting in private busi- 
ness? On the other hand, in reporting 
on non-profit organizations, the audi- 
tors can omit a reference to generally 
accepted accounting principles. 


For example, an international firm 
reporting on the financial statements 
of a non-profit association states that 
its statements present fairly the finan- 
cial position and the results of opera- 
tions “on a basis consistent with that 
of the preceding year” and omits 
reference to accounting principles. If 
this solution is adopted, how does the 
auditor explain to the general public 
that a statement that is not in accord- 
ance with generally accepted account- 
ing principles can present fairly the 
financial position? Also, if this posi- 
tion is the proper one, Canadian 
practitioners need some guidance to 
that effect, because it is probably not 
generally recognized now. 


Even within the commercial or 
profit-making field there are variations 
in accounting practices. For example, 
a public utility capitalizes interest 
during construction which seems to be 
contrary to accounting principles gen- 
erally accepted in every other indus- 
try. Investment funds carry invest- 
ment portfolios at market, extractive 
industries have many peculiar ac- 
counting practices and, in general, a 
considerable diversity of practice is 
covered under the blanket of “general- 
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ly accepted accounting principles”. Is 
there any possibility that the form of 
audit reports should be amended to 
state that the statements are prepared 
in accordance with accounting prin- 
ciples generally accepted for the speci- 
fic industry or trade or type of organi- 
zation involved? 


Still another problem arises in the 
reports of organizations or institutions 
that have not developed any gen- 
erally accepted accounting principles. 
Churches might be a case in point. 
Should the accounting profession 
make an effort to develop accounting 
principles that could be applied uni- 
versally, or would this be not only im- 
practical but illogical? For example, 
would it make sense to insist upon de- 
preciation accounting for non-profit- 
making organizations as well as com- 
mercial concerns? 


Summary 


Enough has been said to indicate 
that the phrase “generally accepted 
accounting principles” is a fuzzy one 
and its use causes problems. Our pro- 
fession needs to make some decisions 
about it. The first judgment decision 
required is whether, with all its faults, 
it represents a reasonable compromise 
among conflicting views. If this is 
the conclusion, is there a need to edu- 
cate ourselves to a clearer understand- 
ing of an admittedly fuzzy concept? 

If, on the other hand, it is decided 
that the present-use of the term is un- 
satisfactory, a decision needs to be 
taken whether we can rely on the in- 
dividual practitioner's judgment of 
what is sound accounting, or whether 
our efforts should lie in the direction 
of strengthening the collective judg- 
ment implicit in the phrase “generally 
accepted accounting principles”. If 
we aim to strengthen the collective 
judgment there would seem to be only 
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two ways by which this might be can afford to develop along lines dif- 
done. Either we need to set up some ferent from the American. If not, we 
mechanism by which rulings on speci- must either be prepared to accept 
fic questions of accounting principle whatever conclusions the American 
can be given, or else we need a vast- Institute arrives at in its present 
ly expanded effort to codify account- studies in this area, or else we should 
ing principles and develop new ones. move to participate with the American 
In all this, there is an important Institute in these studies. 
question whether Canadian thinking 


Are There Principles of Accounting? 


It probably is fair to say that there is no generally recognized, 
authoritative and coordinated structure of accounting theory. Calling 
rules and procedures “principles” may be good packaging technique, 
but it may constitute a mislabelling of our product and lead to con- 
fusion in our development of accounting theory and in the minds of 
readers of audited financial reports. If there are no sound and 


“generally accepted accounting principles”, we should discontinue our 
long-standing practice of issuing audit opinions which say that the 
accounting statements “present fairly the financial position . . . and 
the results of operations for the year then ended, in accordance with 
generally accepted principles applied on a basis consistent with that 
of the preceding years”. 

Just how much influence has this phraseology had upon the read- 
ers of audited financial statements? How much reliance have they 
placed upon the auditor’s opinion that the statements conform with 
“generally accepted accounting principles”? The 1947-48 surveys of 
public opinion made for the American Institute of Certified Public Ac- 
countants showed that bankers and financial analysts were not inclined 
to take annual report figures at face value. One 1948 report stated: 
“They feel that many annual reports try to paint company progress and 
prospects in the best light possible for the benefit of stockholders 
and that different, although equally legitimate, accounting procedures 
might have led to less optimistic conclusions.” . . . Although, in the 
eyes of those who read our reports, during the past dozen years sub- 
stantial improvement in the profession has resulted from a long list 
of advances made by the profession itself, development and clarifica- 
tion of “generally accepted accounting principles” are not found in 
that list of accomplishments. 

—C. J. Gaa, “Uniformity in Accounting ‘Principles’ ”, 
The Journal of Accountancy, April 1961 
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Practiteoners Forum 


QUESTIONNAIRES ON INTERNAL 
CoNnTROL 


Public accountants today are con- 
fronted with a seemingly endless 
number of tasks in addition to those 
directly involved in the preparation 
of reports to clients. Accordingly, en- 
suring the completion of everything 
which should be attended to is a real 
problem. 

Questionnaires are an effective tool 
for getting things done. A practical 
approach is to issue instructions that 
questionnaires are to be completed 
on certain jobs by specific dates. Of 
course, there are limitations of in- 
flexibility and superfluity in any stand- 
ard questionnaire used for a variety 
of clients. However, when a question- 
naire is regarded as a means to an 
end, its uses are obvious. 

Of the many types of question- 
naires, the most common are used to 
assist in appraising the system of in- 
ternal check. In practice, close in- 
tegration of the questionnaire and 
the audit program is often lacking. 
Because the current trend is to reduce 
the amount of testing, more reliance 
is placed on internal control whose 
effectiveness should be checked by 
the audit procedures. One phase 
could be covered at each visit. When 
weaknesses are apparent, action 
should be taken to remedy them and, 
where appropriate, the amount of 
audit checking should be increased. 

A questionnaire is very functional 
as a check list. However, it is essen- 
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tial that the questions be amplified 
to cover situations peculiar to the 
client and not explored by the pre- 
pared questions. The questionnaire 
should be up-dated annually so 
that the auditor will keep informed 
of current changes in the client’s pro- 
cedures. 


Contents 


Internal control questionnaires are 
available in most auditing textbooks. 
They are usually quite comprehensive 
and designed to cover completely all 
phases of a large business. 


Because few published question- 
naires are designed for small clients, 
however, one will be dealt with here. 


The questions approach the means 
of internal control somewhat - differ- 
ently from a “large-business” list. 
There are eight pages of questions as 
follows: 


Accounting controls ......0.........:.00......... 13 
Can ret ssi os. Fass icecd secs pat Ae 
Cash disbursements ....:....52..1¢.-.0ie0.«.- 18 
Receivables, investments and 

MIRO ASG 8s. secs en soci ovecie acct ee 
Liabilities and sundry ...0.0.0.....0.....00000.. 15 
Sales and inventories ...... Siigteraare ee 
Purchases and payrolls ................ oe ne 
Personnel Daidecak: Pap baa Se as Eee HEB 


Total number of questions .... 
Approximately the same number of 
questions are grouped on each sheet. 
The frontispiece has an index and 
provides space for recording “Work 
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Done” viz. completed, checked, re- 
viewed; and “Action Taken” viz. dis- 
cussions, letters written, audit pro- 
gram revised. There is room for ini- 
tials and dates for five years. While 
this is not a short questionnaire, it 
is only half the length of a similar 
questionnaire for larger clients. 


Instructions 


The following instructions are is- 
sued to the staff: “This questionnaire 
should be used for smaller businesses 
where the manager, who is usually the 
owner, personally provides most of the 
internal control. In a small business 


internal control does not rely on the 
division of duties but depends on the 
manager, plus certain mechanical de- 
vices and forms”. 

The questions are worded to ascer- 
tain whether the proprietor has ade- 
quate control over employees and as- 


sets. This, of course, depends entirely 
on himself. If he owns the business, 
this dependency is not a serious weak- 
ness. If the business is owned by oth- 
ers, this and any other weaknesses 
should be explained to the owners. 

Naturally, in a smaller business the 
internal contro] will fall short of that 
desirable because there are so few 
employees to share duties. 

Auditing aspects. An important ob- 
jective of the test of transactions is to 
determine that the procedures which 
are stated to be in effect are in effect, 
and that the procedures which were 
in effect the year before are still being 
followed. The completion of the 
questionnaire aims at determining the 
adequacy of these procedures. Re- 
member that in a small business the 
auditor is the main check on the man- 
ager. 

How to use questionnaires. The 
questionnaire should set forth the pro- 
cedures followed. Where the stand- 
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ard questions do not cover all phases 
of the client’s operations, any areas 
missed must be covered by additional 
questions or by an outline of the 
client’s procedures. 

The desired procedure when mak- 
ing a review of a client's system is to 
cover all aspects of the client’s ac- 
counting procedures in an orderly and 
thorough manner. 

Answers. Each question should be 
answered yes, no, or n/a (not ap- 
plicable). Add explanatory comments 
when required. 

The review should not be started 
until the auditor is familiar with the 
client’s records and business. The 
answers may be obtained by having 
the client’s chief accounting official 
complete the questionnaire; or by sit- 
ting down with different members of 
the client’s staff and recording their 
verbal answers; or by the auditor an- 
swering the questions, based on his 
own knowledge of the situation. A 
combination of these three methods 
may be necessary. 

In approaching the client tact is 
most essential. Implied criticism may 
be resented; a repetition of the pre- 
vious year’s discussions will not be en- 
joyed either. 

Weaknesses. All “unsatisfactory” 
answers should be amplified. The ac- 
tion to be taken to remedy deficiencies 
could be described, or alternative pro- 
cedures explained, or reasons given 
why the procedure indicated by the 
question is not possible. Any appar- 
ent weaknesses should be carefully 
investigated before changes are sug- 
gested. 

Check answers. The answers to the 
questions must be verified, whenever 
practicable, by observing the account- 
ing system in operation. 

Mechanics. The colour or shape of 
the check mark should be different 
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each year so that the current year’s 
questionnaire can be cleared for com- 
pletion of the checking procedure. 
Space is provided on the front page 
to indicate the marks used. The ques- 
tionnaire should be signed and dated 
by the audit senior and approved by 
the partner. 

Revisions. On subsequent examina- 
tions, the questionnaire should be 
brought up to date, with particular 
attention paid to procedures that have 
changed since the previous visit. The 
existing answers should not be erased 
but crossed out, and the new ones in- 
serted with the date of the change 
noted. Periodically, at least every five 
years, a new questionnaire should be 
used. 

Study answers. After the question- 
naire has been completed, the answers 
should be carefully studied. A con- 
sideration of who carries out the vari- 
ous procedures is important. That is 
why many of the questions ask for 
the name of the person responsible for 
certain duties. Cross checking and 
correlation of different sections are 
necessary to ferret out weaknesses. 


Recommendations. Even more care- 
ful consideration is necessary to de- 
cide on recommendations to improve 
the client’s procedures. 

A separate report should be drafted, 
outlining all changes in the client’s 
procedures which are recommend- 
ed as a result of the review. This 
must be approved by a partner before 
the recommendations are discussed 
with the client. A record should be 
made of the client’s reactions and any 
commitments made. Usually a writ- 
ten report will be sent to the client 
to place the matters discussed on 
record. 

Questions. The nature of the ques- 
tions asked is illustrated by the fol- 
lowing from the questionnaire: 
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Accounting Controls 


GENERAL LEDGER 


1. Who maintains the general led- 
ger? 

2. How often is it posted and bal- 
anced? 

3. Are all entries referenced to their 
source in a book of original en- 
try? 

4, Are all journal entries approved 
by the manager? 

5. How often are reports prepared 

for the manager on— 

(a) bank balance? 

(b) receivables? 

(c) sales completed? 

(d) sales orders outstanding? 

(e) accounts payable? 


STATEMENTS 

6. How often are financial state- 
ments prepared? 

7. Are budgets prepared? 

8. Do the statements compare actual 
results with (a) prior periods? 

(b) budget? 

9. Does the fiscal year correspond 

with the natural business year? 


SYSTEM 

10. Is there a written chart of ac- 
counts? 

11. What mechanical accounting 


aides are used? 

12. Is there a plan for the retention 
and storage of records? 

13. What accounting records are 
maintained? 
(List all principal records) 


PERSONNEL 

1. Does the manager own the busi- 
ness? 

2. Who is the manager? 


3. Who keeps the books? (List all 
staff with accounting duties.) 





4. 


5. 


6. 


10. 


11. 


12. 
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Are the accounting personnel 

adequately trained? 

Do they have adequate working 

facilities? 

Do they have other duties which 

might interfere with their ac- 

counting work? 

Are accounting records accessible 

to persons whose duties do not 

require them to handle records? 

Do all accounting and manage- 

ment personnel take annual vaca- 

tions? 

Are all employees in positions of 

trust bonded? 

Does the manager — 

(a) understand accounting? 

(b) understand his role in in- 
ternal control? 

List areas not checked by the 

manager that could be controlled 

by him. 

List mechanical aids and internal 

control forms not used that might 

be useful. 


RECEIVABLES 


1. 


2. 


Are statements sent monthly to all 
customers? 

Are there any exceptions made 
when sending out monthly state- 
ments? 

Is the subsidiary ledger balanced 
monthly with the control account? 
What record is kept of the credit 
limit for each customer? 

Who is responsible for collecting 
overdue accounts? 

How often are the accounts aged? 
Does the manager approve write- 
offs of uncollectable accounts? 
What follow-up is made of ac- 
counts written off? 


Are notes receivable discounted 
at the bank? 
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INVESTMENTS 


1. 


2. 


3. 


What physical safe-guards are 
maintained? 

Are all securities in the name of 
the company? 

Is there an adequate detailed rec- 
ord of all securities owned? 


Frxep ASSETS 


a, 


2. 


What detailed records are kept 
of the fixed assets owned? 
What periodic checking is carried 
out to agree the assets on hand 
with these records? 


Does the client follow a consist- 
ent policy as to differentiation 
between capital additions and 
maintenance and repairs? 

What procedures are followed to 
ascertain that all the proceeds 
from disposals are received and 
that all disposals are recorded? 


Miscellaneous 


(Below are some questions, from 


other pages, which refer specifically 
to the manager.) 


gE. 


2. 


4s 


8. 


What check on cash receipts is 
made by the manager? 
How often are the cash on hand 
and change funds checked by the 
manager? 
What check on bank transactions 
is made by the manager? 
Does the manager approve sales 
orders for (a) price? 

(b) credit rating? 
Are sales invoices scrutinized by 
the manager? 
Does the manager approve credit 
notes? 
Does the manager approve all 
suppliers’ invoices for payment? 
Does the manager approve each 
payroll sheet? 


In the September column other 
questionnaires will be described. 











ie 


1S 





Tax Review 


Bu C-73 


Bill C-73, an Act to amend the In- 
come Tax Act, has just received sec- 
ond reading at the time of writing. 
As it is most likely that it will be en- 
acted without change, it would seem 
appropriate to comment upon the bill 
at this time. 

More than a few United States 
corporations will remember this bill 
as an unkind Act. Such companies 
have been content to have their Can- 
adian subsidiaries reinvest earnings, 
often in plant and equipment, secure 
in the expectation that at some future 
date the earnings could be distributed 
at a rate of tax not in excess of 5%. 
Often United States corporations were 
advised, for business reasons, to in- 
corporate subsidiaries rather than 
carry on business in this country 
through a branch. Because the 5% 
tax on future dividends from a sub- 
sidiary would be completely or sub- 
stantially absorbed by the United 
States foreign tax credit, a parent 
company did not suffer a tax disad- 
vantage, and often tax considerations 
were ignored in deciding between a 
subsidiary or a branch. Had there 
been reason to expect that the rate of 
tax on dividends might be increased, 
it is probable that fewer Canadian 
subsidiaries would have been incorp- 
orated, or where they were incorporat- 
ed, larger distributions of earnings 
would have been made. 

It is difficult, if not impossible, to 
refute the contention of those affect- 
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ed that it is unfair to increase the tax 
rate on dividends paid to non-resident 
parent companies out of earnings ac- 
cumulated by Canadian subsidiaries 
prior to December 20, 1960. The ef- 
fect of the increase is retroactive. It 
is also ill-timed from the point of view 
of those companies which declared 
dividends in December that were not 
payable until the first quarter of 1961. 


Another interesting aspect of this 
increased tax on dividends is the very 
real possibility that it may not ac- 
complish its purpose. In the past, the 
charges made to Canadian subsidi- 
aries by many foreign parent compan- 
ies for management services and for 
the use of patents and trademarks 
probably have been substantially 
lower than those which could be justi- 
fied, due to the absence of a tax ad- 
vantage in charging subsidiaries at 
arm’s length rates. Parent companies 
may well review their policies with a 
view to reducing the taxable income 
of Canadian subsidiaries where pos- 
sible. The consequent loss of tax rev- 
enue could be material where charges 
such as those mentioned are used as 
a substitute for dividends. As so often 
happens in matters of this kind, tax- 
payers have a way of frustrating the 
Revenue. This new legislation may 
turn out to be another case in point. 


One of the consequences of this 
legislation which has not been widely 
discussed is that because the United 
States retaliated by increasing its rate 
of tax from 5% to 15%, Canadian com- 
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panies with United States subsidiaries 
are affected adversely. Inasmuch as 
Canadian companies are not subject 
to tax in Canada on dividends receiv- 
ed from subsidiaries, the 10% increase 
in tax on dividends from United 
States subsidiaries is wholly lost to 
Canadian parent companies. Prob- 
ably more money is involved in this 
area than most people realize. 

The combined effects of increased 
management and technical charges, 
and lower revenue from U.S. subsidi- 
aries, may just prove the whole meas- 
ure to be ill-conceived. Certainly, the 
Revenue will not be the winner 
through the increase in the non-resi- 
dent tax. 


Investment Surtax 

Commencing in 1961, individuals 
will be subject to a 4% investment sur- 
tax only on investment income from 
sources outside Canada to the extent 
that it exceeds the greater of $2,400 
or the individual’s personal exemp- 
tions. 

For the purpose of the surtax, in- 
vestment income from sources outside 
Canada is defined as the lesser of (a) 
or (b): 

(a) Total income for the taxation 
year minus earned income, char- 
itable donations, gifts to Her Ma- 
jesty in right of Canada, medical 
expenses in excess of 3% of in- 
come, the optional standard de- 
duction of $100 and the $500 de- 
duction for blindness or confine- 
ment to bed or wheelchair. This 
is identical to the definition of 
“investment income” applicable 
to years prior to 1961. 

The income from sources outside 
Canada, computed before de- 
ducting any amount deductible 
in computing the earned income 
for the year (such as business 


(b) 
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losses in the year or losses from 
the rental of real property) 
minus such part of the income 
from sources outside Canada as 
is included in computing the 
earned income for the year. 
Subsections (6) and (7) of section 
32 are repealed. Subsection (6) 
deemed excessive remuneration to a 
taxpayer to be investment income: 
subsection (7) provided for a reason- 
able allocation of deductible expenses 
as between earned and investment in- 
come where they were incurred to 
earn both. 


Tuition Fees 

Starting in 1961, paragraph (qb) 
of section 11(1) will permit a tax- 
payer to deduct from his income tui- 
tion fees in respect of a period not 
exceeding 12 months commencing in 
the year, provided that they were paid 
for a course of not less than 13 weeks 
duration and were not claimed in a 
previous year. To qualify as tuition 
fees, they must be paid to a univer- 
sity, and the taxpayer must be in full- 
time attendance in a course leading to 
a degree, or they may be paid to a 
college or other Canadian educational 
institution provided that the taxpayer 
is in full-time attendance in a course 
at a post-secondary school level. This 
will enable students to reduce their 
taxable income by the amount of their 
college fees, or will enable their par- 
ents to claim them as dependants if 
their income is not in excess of the 
tuition fees by more than $950. 


Bond Discount 

Ordinarily bond discount is treated 
as a capital outlay to the borrower 
and a capital receipt to the lender 
for tax purposes, with no questions 
asked if the discount is in respect of 
a loan that bears interest at a reason- 
able rate. However, an interest bear- 
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TAX REVIEW 


ing obligation with a low interest rate 
and a high discount is another matter. 


Generally speaking, a taxable bor- 
rower will not seek to compensate a 
lender for the use of his money with 
a discount since the borrower cannot 
deduct the discount in computing his 
income. To the non-taxable borrower, 
on the other hand, it is a matter of in- 
difference whether he pays for the use 
of money by way of discount or in- 
terest. This, coupled with the pre- 
dilection for capital gains on the part 
of many investors, encouraged an in- 
creasing number of non-taxable bor- 
rowers to use discounts as a financing 
technique. They simply issued securi- 
ties at low interest rates and sufficient- 
ly high discounts to produce attractive 
yield rates. Apparently prospective 
investors were convinced that the dis- 
counts were non-taxable, and such of- 
ferings found a ready market. 


Three new subsections are now 
added to section 7 which specifically 
refer to obligations issued after De- 
cember 20, 1960 by a person exempt 
from tax under section 62, a non-resi- 
dent person not carrying on business 
in Canada, or a government, munici- 
pality or municipal or other public 
body performing a function of govern- 
ment. Where such a person issues at 
a discount a bond, debenture, bill, 
note, mortgage, hypothec or similar 
obligation which bears interest at less 
than 5% on its principal, the discount 
may be income to the first taxable 
Canadian resident owner of the obli- 
gation in the year of acquisition. The 
yield rate is the determining factor. 
If the yield rate exceeds the contract- 
ual rate by more than one-third, the 
discount is considered income. 


The Minister’s determination to stop 
the practice reviewed above is numb- 
ingly plain. It is the total discount 
that is taken into income and by 
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tagging the first Canadian resident 
owner, Canadian investment dealers 
are virtually prevented from purchas- 
ing the issues described for market- 
ing, and Canadian investors cannot 
avoid this provision by acquiring such 
obligations after they are first issued 
to non-residents, 


Corporate Tax Relief 

Effective January 1, 1961 the first 
bracket of taxable corporate income 
subject to tax at 21% is increased from 
$25,000 to $35,000, and section 39 is 
amended accordingly. Section 85 
which provides a special rate of tax 
for electric, gas or steam utility corp- 
orations is also amended as a conse- 
quence of the amendment to section 
39. Where a corporation has a taxa- 
tion year, part of which is before and 
part after the commencement of 1961, 
the tax payable under section 39 or 
section 85 on its income will be pro- 
rated in the usual] manner. 

The increase in the amount upon 
which the law rate of tax is payable 
will now make it more worthwhile for 
corporate taxpayers to design schemes 
for the avoidance of “association” with 
other corporations. This may admit- 
tedly be difficult in view of the 
amendments to section 39(4) brought 
down last year, but it is quite obvious 
that many will “have a try”. 


Non-Resident Tax on Interest 


Heretofore by virtue of subpara- 
graphs (ii) and (iii) of section 106 
(1)(b) non-residents were not liable 
for the usual 15% tax on interest pay- 
able on bonds of or guaranteed by the 
Government of Canada or on interest 
payable in a currency other than Can- 
adian, if the payer and the non-resi- 
dent were at arm’s length. These sub- 
paragraphs have been repealed and 
new legislation substituted therefor. 


After December 20, 1960 interest 
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payable to a non-resident is exempt 
from the 15% non-resident tax only 
where it is payable 

(a) by a non-resident-owned invest- 
ment corporation; 

on bonds of or guaranteed by the 
Government of Canada, issued on 
or before December 20, 1960; 


(c) on bonds of or guaranteed by the 
Government of Canada, issued 
after December 20, 1960 where 
the interest is payable to the gov- 
ernment or central bank of a 
foreign country or to any inter- 
national organization prescribed 
by regulation; 

in a currency other than Canada, 
to a person with whom the payer 
deals at arm’s length on 


i) any obligation issued on or 
before December 20, 1960, 

ii) any obligation issued after 
December 20, 1960 if there 
was a written agreement 
made on or before December 
20, 1960 which commits the 
obligee to make a loan for a 
specified amount at a speci- 
fied rate of interest. Also, 
the interest is only exempt 
for the period ending on the 
earliest date the obligee may 
demand payment under the 
terms of the written agree- 
ment. Where terms were not 
specified, the period ends one 
year after the time the obli- 
gation was entered into; 


any bond, debenture or simi- 
lar obligation issued after 
December 20, 1960 if ar- 
rangements for the issue were 
made with a dealer in securi- 
ties on or before that date 
and there is written evidence 
of this also given or made 
on or before that date; 


(b) 


(d) 


iii) 
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iv) any debt owing by a bank to 
which the Bank Act applies, 
as or on account of an 
amount deposited with that 
bank that is not repayable 
in Canadian currency; 


v) any obligation entered into 
in the course of carrying on 
a business in a country other 
than Canada. 


Interest payable on bonds or other 
obligations of or guaranteed by a 
province is still subject to a non-resi- 
dent tax of only 5% under section 
106(3) (a), if the obligations were is- 
sued on or before December 20, 1960. 
If issued after that date, the interest 
thereon is subject to the 15% tax if 
it is payable to a non-resident unless, 
again, arrangements for the issue were 
made with a dealer in securities on 
or before December 20, 1960. 


A new subsection (3b) to section 
106 provides that, for the purposes 
of Part III of the Income Tax Act, 
bonds issued after December 20, 1960 
are deemed to have been issued on or 
before that date if they were issued in 
exchange for bonds issued on or be- 
fore December 20 with a conversion 
privilege. 

A new section, section 132A, pro- 
vides that any person who issues a 
bond or similar obligation, the interest 
on which would be subject to a 15% 
tax if paid to a non-resident, is guilty 
of an offence if the obligation has in- 
terest coupons that are not marked 
with the letters “TX” on their face to 
permit them to be distinguished from 
non-taxable coupons. 


Non-Resident Tax on Dividends 

Bill C-73, as presently worded, re- 
peals section 106(3)(b) of the In- 
come Tax Act and terminates para- 
graph 2 of article XI of the Canada- 
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United States Reciprocal Tax Conven- 
tion. 

Section 106(3)(b) reduced the non- 
resident tax from 15% to 5% on divi- 
dends paid by a Canadian subsidiary 
to a foreign parent company if it 
owned all the subsidiary’s share cap- 
ital, having full voting rights under all 
circumstances, and either the chief 
business of the subsidiary was the 
making of loans or not more than one- 
quarter of its gross revenue for the 
taxation year in which the dividend 
was paid was derived from interest 
and dividends, other than interest or 
dividends received from a wholly- 
owned subsidiary corporation. 

Paragraph 2 of article XI of the 
Canada-United States Reciprocal Tax 
Convention provided that a United 
States corporation would be taxed at 
not more than 5% on dividends receiv- 
ed from a Canadian company, if the 
United States corporation owned at 
least 51% of its voting stock either 
alone or in association with not more 
than three other United States corp- 
orations and each recipient corpora- 
tion owned at least 10% of the voting 
stock of the payor. It is observed that 
dividends and interest paid to United 
States religious, educational and char- 
itable institutions will continue to be 
exempt from tax under article X of 
the Convention. 

Presumably Mr. Fleming will seek 
to have the restrictions on taxes on 
dividends removed from certain of 
Canada’s tax agreements with other 
countries. 


Non-Resident Corporations 

A new section 110B(1) provides 
that every non-resident corporation 
carrying on business in Canada at any 
time in a taxation year shall pay a 
tax, additional to the corporate taxes 
ordinarily exigible, equal to 15% of 
the amount by which its taxable in- 
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come earned in Canada for the year 
exceeds the aggregate of 


i) its tax payable under part I for 
the year (the tax payable as in 
the past) 

ii) any provincial income taxes pay- 
able in respect of the year that 
were not a deduction from in- 
come under part I, and 


iii) an allowance, to be prescribed by 
regulation, for net increases in its 
capital investment in property in 


Canada. 


This special tax is not payable for a 
taxation year during the whole of 
which the non-resident corporation 
was a bank; an insurance corporation; 
a corporation whose principal busi- 
ness was the transportation of persons 
or goods, or communications; a corp- 
oration exempt from tax under sec- 
tion 62; or “a corporation that was in- 
corporated before the Ist day of July, 
1867 for the purpose of carrying on 
trade in any province or territory, now 
comprised in Canada and that has 
been carrying on trade in Canada 
without interruption since that day”. 


Most people may find it difficult to 
think of any corporations other than 
“The Governor and Company of Ad- 
venturers of England Trading into 
Hudson’s Bay” to which the last men- 
tioned exemption will apply. 


& % & 


QUEBEC — ALLOCATION OF PROFITS 

The Province of Quebec has amend- 
ed the regulations with respect to the 
allocation of profits for the purpose of 
determining the income of corpora- 
tions subject to the Quebec tax. Or- 
der-in-Council No. 521 changes the 
traditional sales basis to the sales and 
salaries basis presently used by the 
Federal Government and the Province 
of Ontario. In adopting this new 
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basis, the province has drafted regula- 
tions very similar to the federal regu- 
lations. These and other recent 
changes which Quebec has made to 
its tax laws seem to have been well 
received. 


Establishment 

The definition of an establishment is 
the same as the federal definition of 
permanent establishment except that 
farms are not mentioned, nor do the 
regulations stipulate that where a 
corporation has business dealings 
through a subsidiary company, a 
commission agent, broker or other in- 
dependent agent, or maintains an of- 
fice solely for the purchase of mer- 
chandise, these facts shall not of them- 
selves be held to mean that the corp- 
oration has a permanent establish- 
ment. 


It is not clear whether Quebec has 
omitted the foregoing because they 
were superfluous to the definition of 
establishment, or whether the prov- 
ince is attempting to cast a wider net. 
It is suggested that the former is the 
case because, in order to be consider- 
ed as having revenue attributable to 
Quebec, the company must carry on 
business through an agent who has 
general authority to contract or who 
has a stock of merchandise from 
which he regularly fills orders. 


Allocation 

The allocation of profits to various 
jurisdictions is to be made on the 
sales and wage basis. However, in 
determining the sales to be attributed 
to an establishment different alloca- 
tions may result if the sales are to cus- 
tomers in a foreign country. Under 
federal regulations, sales to customers 
in another country will be allocated 
to an establishment in Canada only 
if the goods are manufactured (or 








THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1961 


partly manufactured) in Canada and 
the company does not have an estab- 
lishment in that foreign country. Un- 
der the Quebec regulations, foreign 
sales will be allocated to an establish- 
ment in Canada even if an establish- 
ment is maintained in that country, 
provided of course that the goods are 
manufactured in Canada. 


Furthermore, where a corporation 
is not resident in Canada, the federal 
regulations provide that “taxable in- 
come” shall be taxable income earned 
in Canada and that salaries and wages 
and gross revenue shall mean those 
salaries and wages paid or gross rev- 
enue earned by the permanent estab- 
lishments in Canada. The Quebec 
regulations have no such counterpart. 
Accordingly, foreign corporations may 
find themselves subject to different 
allocation rules. 


General 


The Province of Quebec is to be 
commended for its effort in removing 
a substantial road-block to uniform 
taxation in Canada. While the word- 
ing of the new regulations is not iden- 
tical with those of the federal and 
Ontario regulations, it is obvious that 
their intent is the same with the pos- 
sible exception of foreign corporations 
or foreign sales. This exception may 
not be too serious although it will no 
doubt be unpalatable to those con- 
cerned. 


The new regulations will take ef- 
fect as from January 1, 1961 and will 
therefore apply to the 1961 taxation 
year. Where the fiscal year does 
not correspond to the calendar 
year, the credit for revenue earned 
outside Quebec in 1960 is limited to 
10%, while revenue earned outside 
Quebec in 1961 will be subject to the 
12% credit. This, of course, conforms 
with the tax rates in those years. 
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TAX REVIEW 


CANADA - U.S. ESTATE TAX 
CONVENTION 


On February 17, 1961 the Govern- 
ments of Canada and the United 
States of America signed a convention 
for the avoidance of double taxation 
with respect to taxes on the estates of 
deceased persons. The Convention 
has not yet received legislative ap- 
proval, but its provisions will become 
effective from January 1, 1959 in re- 
spect of persons dying on or after that 
date. The old succession duty con- 
vention will continue to apply in re- 
spect of persons dying before Jan- 
uary 1, 1959. 

Of major importance, is the exemp- 
tion from tax of property located in 
one country if the aggregate value is 
less than $15,000 and the deceased 
was domiciled in the other country. 
Also, the convention provides for re- 
ciprocal tax credits where the prop- 
erty is more than $15,000, and it is 
provided that the foreign tax paid 
shall not be reduced by foreign al- 
lowances for provincial or state duties. 
Thus, where the foreign provincial or 
state duty is less than or equal to the 
federal credit therefor, no double 
taxation should arise. While the $15,- 
000 exemption will eliminate a large 
number of returns and relieve execu- 
tors from unnecessary work, there may 
still be returns and taxes with respect 
to political subdivisions of the other 
country. 


Rates of Tax 

Where either country imposes tax 
upon a domiciliary of the other solely 
by reason of the property being situ- 
ated therein, no tax will be exigible 
if the property does not exceed $15,- 
000 in value. Canada agrees not to 
tax property in excess of $15,000 at a 
rate greater than 15%, and the United 
States agrees that for the purpose of 
determining the tax rate, it shall take 
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into account only property situated in 
the United States. Moreover, the 
Canadian tax, if imposed, may not re- 
duce the property in Canada below 
$15,000. 


Foreign Tax Credit 

Where either country imposes tax 
by reason of a decedent being domi- 
ciled therein or being a citizen there- 
of, that country shall allow a credit for 
taxes paid to the other country up to 
the amount of tax applicable to the 
property in the country of domicile. 
In computing the tax paid to the other 
country, no deduction will be made 
for provincial or state credits. Ef- 
fectively, therefore, a credit will be 
allowed for state or provincial taxes 
of the other country although this will 
not be so where the property is less 
than $15,000 or where the state or 
provincial taxes exceed the federal 


credit. 


Charitable Bequests 

Each country agrees to recognize 
as a deduction, within the framework 
of its own Estate Tax Act, bequests, 
legacies or transfers for religious, 
charitable, scientific, literary or edu- 
cational purposes made to _institu- 
tions in the other country. 


Situs 

The situs of property owned by the 
deceased is to be determined in the 
following manner: 

(a) where the property is located:— 
immovable property (except any 
right or interest therein by way 
of security), tangible, movable 
property, deposit accounts with 
a bank, trust company, loan com- 
pany, or other similar institution, 
and bearer government or muni- 
cipal securities. 

(b) where the deceased was domi- 
ciled — money deposited with an 





THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1961 


insurance company, money pay- 
able under a policy of insurance 
or annuity contract, superannua- 
tion and pension benefits. 
(c) where the company is incorporat- 
ed: — debts (if owed by a com- 
pany), shares, stock, bonds, de- 
bentures, debenture stock and 
stock rights. 
where the business is principally 
carried on: — shares in a partner- 
ship and goodwill of a business. 
(e) where registered: — registered 
government or municipal securi- 
ties, ships and aircraft and shares 
thereof, patents, trademarks and 
designs. 


(d) 


® * 2 


ONTARIO SALES TAX 


On March 9, the Province of On- 
tario introduced legislation to impose 
a retail sales tax of 3%, thus leaving 
Alberta and Manitoba as the only 
provinces not imposing a tax on retail 
sales. 


Bill 107, The Retail Sales Tax Act, 
1960-61 is not law at the time of writ- 
ing. However, assuming its success- 
ful passage through the Legislative 
Assembly, the tax will become exigible 
on goods delivered on or after Sep- 
tember 1, 1961 even if ordered or in- 
voiced before that date. All vendors 
who are in business on May 1, 1961 
must apply for separate permits for 
each place of business in Ontario be- 
fore July 15, 1961. The application 
must be made to the Comptroller of 
Revenue in the form prescribed by 
the Comptroller and it is assumed 
that special application forms will be 
made available. Although tax will 
not be exigible until September, it 
appears that no sales can be made af- 
ter August 1 unless the vendor has 
obtained a permit by that date. 


The new tax will be imposed at the 
retail level and applies to tangible 
personal property sold in Ontario or 
brought into the province for con- 
sumption therein. Ontario has pro- 
vided for many of the exemptions 
found in the other provincial Sales 
Tax Acts, but in one important respect 
the new law differs from that in Que- 
bec and British Columbia by follow- 
ing the federal policy of exempting 
production machinery and materials 
consumed in production. Other ex- 
emptions include gasoline, motor fuel 
(already taxed under other Acts), 
electricity for all purposes, food, chil- 
dren’s clothing, railway rolling stock, 
exports, vessels of more than 500 gross 
tons, products used in farming, rest- 
aurant meals below $1.50, and all tan- 
gible property sold for less than 17 
cents (except beer and tobacco prod- 
ucts). 


Tax must be paid on the fair value 
at the time of sale regardless of the 


method of payment. It is assumed 
that the fair value will normally be 
the sale price, including transporta- 
tion costs whether or not shown sep- 
arately on the invoice; however, the 
Comptroller does reserve the right to 
determine the fair value. On trade- 
ins, tax will only apply on the differ- 
ence between the purchase price of 
the new article and the value of the 
trade-in. In addition to transportation 
costs the taxable price of imports will 
include any charges for customs or ex- 
cise taxes. 


The administrative details of the 
Act will be further explained by the 
regulations referred to in the Act, 
and it is to be hoped that both Act 
and regulations will be issued early 
enough to avoid the initial misunder- 
standings which have characterized 
the commencement of many other 
such Acts. 
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MAGAZINE ARTICLES 


ACCOUNTING 

From the Thoughtful Businessman 
(Roy Baker, Doctoral Program, re 
“Thinking Ahead: Decade for Depre- 
ciation Decisions” by Frank V. Olds, 
HBR, November - December 1960). 
Harvard Business Review, March- 
April 1961. 

Mr. Baker’s criticism of an earlier 
article in the Harvard Business Re- 
view centres on the statement that 
“depreciation does not provide for re- 
placement when the value of the dol- 
lar decreases; therefore, we pay too 
much in taxes”. The problem, he says, 
is more complex. 

The purpose of depreciation is not 
to provide for replacement. The de- 
cision to replace is related not so 
much to the wearing out of a particu- 
lar facility as to the needs of a com- 
pany which is a “going concern”. Fur- 
thermore, innovations and_ technical 
changes make the new facility differ- 
ent from the old. Printing circuits 
and transistors, for example, have re- 
placed vacuum tubes and regular cir- 
cuits. 

The purpose of depreciation is, 
therefore, to recover capital so that 
the investment in the business is 
maintained. Changes in the costs of 
new assets should be examined to see 
what portion is due to changing price 
levels and what to technological 
changes. Part of the additional cost 
due to technological changes may be 
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offset by increased productive capa- 
city. The sum allowed for deprecia- 
tion, meantime, is not lying idle. Even 
a very small company can earn re- 
turns on investing it. A large com- 
pany will be much better off, even if 
the amount were funded. But if the 
money were invested within the busi- 
ness, where investment opportunities 
are not considered unless they offer 
substantially higher returns than those 
available on the risk market outside 
the firm, the gains could be 20% to 
40%. This will certainly help to offset 
rising price levels or rising costs due 
to technological advances. 


A further hedge against inflation is 
provided through debt financing pro- 
grams. In many situations, the long- 
term debt may be closely identified 
with the acquisition of long-term as- 
sets. Normally, the “gain”, which is 
caused by repaying the debt in cheap- 
er dollars, is probably closely equiva- 
lent to the “loss” suffered through 
charging depreciation on original cost 
against earnings that have been in- 
flated. The market naturally takes 
notice of the appreciation when pro- 
jecting earnings to arrive at a “going 
concern value” for the stock. 


CAPITAL BUDGETING 
“THE JUDGMENT Factor IN _ INVEST- 
MENT Decisions” by Ross G. Walker. 
Harvard Business Review, March- 
April 1961. 

Emphasis is laid on the factors 
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around the tremendous efforts made 
in the last 15 years to improve the 
methods of appraising business invest- 
ments. The comments are directed to 
the non-technical-minded _ business 
man. 

The planning and control of capital 
expenditures is one of management's 
most complex and challenging prob- 
lems. Yet the schools do not provide 
adequate training to meet the chal- 
lenge, while economists seek to under- 
stand the overall conceptual aspects 
of investment appraisal and tend to 
avoid the details of data-measure- 
ment. Leading errors in investment 
analysis include leaving certain vari- 
ations out of the estimates, a casual 
handling of data in calculations, the 
mis-statement of an investment prob- 
lem or the solution of a wrong prob- 
lem. Closer study is also required to 
determine what an adequate return is 


and how this standard is to be ap- 
plied. 

Among the leaders in the efforts to 
improve company practices in this re- 
spect is the machine tool industry 
which requires methods for machine- 


replacement purchases. Attention is 
called to the contribution of Charles 
Terborgh, particularly his MAPI 
formula. Other leaders include manu- 
facturing executives. Manufacturing 
industries spend large sums on re- 
search and on capital investments. In 
1961, General Motors Corporation 
plans to spend about $1,500 million 
for capital investments. Finally, 
there are the experts and the special- 
ists, including pioneers like Joel Dean 
who advocated the use of rate-of-re- 
turn criteria in judging investment 
proposals. 

The progress made in the improve- 
ment of appraisal methods will in- 
volve great administrative changes to 
make possible the search for invest- 
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ment opportunities and the applica- 
tion of considered recommendations. 


“PAYBACK AS AN AID IN CAPITAL 
Bupcetinc” by Herbert E. Dougall. 
The Controller, February 1961. 


Both the merits and defects of the 
payback concept, which is a common- 
ly employed quantitative test applied 
to capital expenditure, have been 
exaggerated. Its weakness is due as 
much as anything to a looseness of 
definition. However, most firms are 
aware of its limitations and use it with 
caution. There is a general unwilling- 
ness to accept more refined, time-ad- 
justed approaches to capital expendi- 
tures. Where its usefulness and limi- 
tations are understood, the payback is 
a useful tool in the capital budgeting 
process, either as a first step towards 
more refined techniques or as a com- 
ponent in a comprehensive system. 


A suggested definition is “the esti- 
mated period required for the incre- 
mental cash investment in a project to 
be recovered from year-to-year incre- 
mental operating cash flow or throw- 
off’. The basic criticism of payback 
as a test of capital projects is its 
weakness as a measure of profitability. 
It does not adequately reflect the eco- 
nomic life of the project, the shape 
and timing of its cash savings or add- 
ed income, or its disposal value. It 
pays no attention to the time value of 
money. However, it can be useful as 
a rough indicator of earning power 
and as a device for comparing pro- 
jects that have similar characteristics. 
Properly calculated, it can prove use- 
ful as a single test or in conjunction 
with others, such as a rate of return 
analysis. It may even be the only 
test of feasibility. As a measure of 
profitability, its results range from 
rough to accurate. 


Attention is drawn to pitfalls in the 
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calculation of payback, and the cor- 
rect method is presented. Payback 
should not be calculated on the basis 
of an “initial investment”, an “aver- 
age investment”, or “average savings” 
when the capital cost of a project is 
incurred in more than one year, or 
when cash savings are not uniform 
from year to year. Nor should it be 
calculated on the first years expected 
savings, on the basis of the pre-tax 
cash flow, the “savings” after depre- 
ciation and before income tax, or 
“savings figures adjusted for assumed 
interest. The payback, finally, should 
not be confused with a rate of return 
concept such as net income divided 
into original investment, nor should 
it include net current assets or work- 
ing capital associated with fixed as- 
sets. 


PROFESSIONAL 

“MANAGEMENT Looks AT CONSULT- 
ants” by Charles L. Quittmeyer. The 
Management Review, March 1961. 


The article is based on a survey 
of company opinion and experience. 
Consulting has increased rapidly, and 
the Association of Consulting Man- 
agement Engineers estimates that 
there are more than 1,700 firms and 
between 30,000 and 40,000 practi- 
tioners with total billings of about 
$550 million. 


Almost 70% of all companies have 
at one time or another sought the ad- 
vice of a consultant. The services of- 
fered by the latter cover a wide range 
and include analysis and recommen- 
dations on problems of finance, pro- 
duction, marketing, office manage- 
ment and personnel. Consultants are 
hired in order to give an outside view- 
point, or because of their special 
skills, or because regular employees 
are too busy, or because jobs occur 
infrequently. Most clients appear to 
be satisfied with the consulting ser- 
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vices they received. Of those clients 
who were asked about completed 
jobs, 85% expressed satisfaction. Of 
those with jobs in progress, 90% were 
satisfied. 

Rates per-man-per-day range from 
$40 to $500, with a median of $175. 
About 6% of companies who had re- 
cently used the services of consult- 
ants felt the rates were low. 

Companies usually select their con- 
sultants from the larger firms. They 
check with other similar companies, 
hold personal interviews, and review 
the consultant’s estimate of the job 
as well as work he has done for 
others. 


The consultant’s advertising and 
personal calls are important factors in 
obtaining jobs. In the majority of 
cases, the consultant is expected to 
give concrete recommendations for 
the solution of a problem. Many com- 
panies also wish him to help put his 
recommendations into effect. 

About 67% of the respondents be- 
lieve that a small minority of con- 
sultants are ill-qualified, and about 
27% believe that this is true of most 
consultants. Consultants were also 
criticized for lack of experience. State- 
ments received from 12 consultants 
show that among their important pro- 
blems are the finding and keeping of 
capable staff and the maintenance 
of an adequate work load, and the 
need for objective analysis. In spite 
of criticism, 88% of the respondents 
said they would hire the same con- 
sultant again, given the same cir- 
cumstances and problems. 


SYSTEMS 
“COMMUNICATIONS FOR THE LAYMAN” 
by J. L. Vaughan, Michigan State 
University Business Topics, Winter 
1961. 

Discussion in this article centres on 
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some of the problems relating to the 
effective communication of ideas, a 
subject on which much research is 
still necessary. People are constantly 
communicating with each other by 
gesture, frown, smile, mode of dress, 
or even by silence. But the messages 
are often distorted for a variety of 
reasons. It may be our emotions, our 
lack of knowledge of people, or the 
changes which are continually taking 
place within others and within our- 
selves. New interests replace older 
ones, new habits become confirmed 
or, as with King Lear, old strengths 
disappear. Thus, often the act is more 
significant than the spoken word, and 
unconscious communication becomes 
more important than conscious com- 
munication. 


It is thus necessary to recognize 
human limitations and weaknesses, 
both in the speaker and the listener. 
Generalizations and _ over-simplifica- 
tions are dangerous for they are pro- 
bably built on ill-considered premises, 
and in this, as in all its other mani- 
festations, we should not condone our 
own ignorance. 


The speaker should examine his ma- 
terial rigorously to make sure that 
it is correct and precise. He must 
then seek to find a common de- 
nominator of interests with his lis- 
tener so that conversation may be 
possible and pleasant. In this respect, 
one recalls the words of Christ, “Be 
ye therefore wise as serpents and 
harmless as doves”. This implies the 
need to know what one is talking 
about, while at the same time retain- 
ing humility to avoid categoric pro- 
nouncements and to prevent the loss 
of that sympathy with an audience 
which is essential to understanding. 
The same view was preached by 
Socrates. 


It is also necessary to find the right 
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time and mood so that a message 
which has been properly “encoded” 
may be successfully “decoded”. Visual 
aids often improve communications 
but even they are not necessarily 
sufficient. One must bear in mind the 
different language levels of the lay- 
man, the expert and the specialist. 
Every man is a layman outside his 
own field. With the layman one should 
proceed from the general to the 
specific, and with the specialist from 
specific details to the conclusion. 

The degree of attention and under- 
standing will be greater as the speaker 
creates favourable conditions — bear- 
ing in mind the differences in people 
and in their emotional reactions, and 
formulating his words with the re- 
quisite precision. 


BOOK REVIEW 


“Church Accounting” by F. V. Slade; 
published by Gee & Co. (Pub.) Ltd., 
London; 222 pages; 26/-. 

It has been said that not nearly 
enough has been written on church 
accounting, and Miss Slade is, un- 
doubtedly, out to remedy this situa- 
tion. There is, however, one problem: 
she is writing about the Church of 
England in the United Kingdom 
which, over its long life, has collected 
a great code of canons and special 
regulations governing its operations. 
Many sections of her book have no 
direct application to the Anglican 
or other churches in Canada although 
they would probably be of passing 
interest to those connected with 
church work and accounting. 

The book covers every aspect of 
church finance and accounting from 
“Care of the Church and Church- 
yard” to the “Preparation of the An- 
nual Accounts”. It contains that won- 
derful kind of sundry information 
that one might conveniently drop into 
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a discussion at a church council meet- 
ing and astound all present with one’s 
great wealth of knowledge. For ex- 
ample, at St. Mary’s Church, Cam- 
bridge, in 1602, two shillings were 
spent for an “Item for a bottle of 
Sack which was Drunke in the Chaun- 
cell of the Auditors and others at the 
giveinge up of the laste Church- 
wardens account”; in 1604 the amount 
spent was two shillings and four 
pence “for wine and cakes at the 
audett”. 


Financial statement preparation and 
content are discussed, and the idea 
that the statement of income and 
expenditure is better than a receipts 
and payments account is timidly ad- 
vanced. The author recommends that 
comparative figures for the prior year 
or budgeted figures for the current 
year be shown on either statement 
and that the statements be kept as 
simple as possible. Because title to 
the fixed assets does not vest in the 
parochial church, the author states 
that they must not be included on 
the balance sheet. 


Examples of pictorial accounts, pie 
and bar graphs are given in an effort 
to promote more imaginative presen- 
tation of financial information. 


Practising public accountants may 
be interested in the chapter on the 
audit of church accounts. An audit 
program is given which, although 
very detailed and set up for the 
Church of England in England, could 
probably be adapted for a Canadian 
church audit. Although audits are re- 
quired by the church canons, they 
are still regarded in some circles as a 
“slur on the treasurer’s honesty”. Miss 
Slade feels that one of the main rea- 
sons for the audit is the virtual lack 
of internal control in church account- 
ing. However, rather than leaving in- 
ternal control merely as a justifica- 
tion for an audit, her point would 
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have been more effective if she had 
outlined some steps for establishing 
a certain degree of internal control. 
R. C. Wuire, C.A. 
Toronto, Ontario. 


BOOKS RECEIVED 
“Accounting for Local and Public Authori- 
ties”, by Roy Sidebotham and C. S. Page; 
published by Gee & Co. (Pub.) Ltd., Lon- 
don; 339 pages 41/6. 

This book describes the accounting meth- 
ods of various British public bodies which 
have been constituted to provide a wide 
range of services and commodities for, and 
are responsible to, the community.  In- 
cluded as such bodies are the boards con- 
trolling gas and electricity, coal, housing 
and hospitals. Municipal treasurers will 
find this book of interest for their back- 
ground reading. 


“Associated Corporations in Canada” by 
CCH Canadian Ltd. with the assistance of 
D. B. Fields, C.A. and Ralph Loffmark, 
C.A.; 45 pages; $2.00 

“Associated Corporations in Canada” was 
written to explain the application of federal 
corporation income tax law to associated 
corporations. The authors discuss the term 
“associated corporation” and the signifi- 
cance of the pertinent 1960 income tax 
amendments (including the changes an- 
nounced in the recent federal supplemen- 
tary budget). The explanations are illus- 
trated with examples of “associations” un- 
der the new law. An appendix sets out 
the sections of the Income Tax Act relating 
to associated corporations. 


Publishers’ Addresses 

Harvard Business Review, Soldiers’ Field, 
Bost@n 63, Mass. 

The Management Review, 1515 Broadway, 
New York 36, N.Y. 

Business Topics, School of Business, Michi- 
gan State University, East Lansing, Mich. 

The Controller, 2 Park Avenue, New York 
16, N.Y. 

Gee & Co. Ltd., 27-28 Basinghall St., 
London E.C. 2, England. 


Edited by D.C. R. HORNE, C.A. 


Touche, Ross, Bailey & Smart, Montreal 


Students Department 


EXAMINATION TACTICS 
R. N. A. Kidd, C.A. 
McDonald, Currie & Co. 


A great deal has been written and 
there is a wealth of advice available 
on how to prepare for and to pass 
professional examinations. The bro- 
chure “Chartered Accountant Exam- 
inations in Canada”, sponsored by the 
Committee on Education and Exam- 
inations of the Provincial Institutes of 
Chartered Accountants, is an invalu- 
able guide in this respect, and the 
following article may appear super- 
fluous to many. Yet, after several 
years of experience in the work of 
preparing and and grading examina- 
tions, it is apparent that the old com- 
mon weaknesses in candidates’ an- 
swers are still with us. Many candi- 
dates appear to possess only an ele- 
mentary knowledge of examination 
tactics and techniques. This is borne 
out by the fact that in the majority 
of the uniform examinations, candi- 
dates’ answers fall into three approx- 
imate groups: 40% will have marks 
above the pass percentage; probably 
20% will be obvious failures; the re- 
maining 40% will be “borderlime” or 
in that grey area where a few marks 
make all the difference between a 
pass, a supplemental or an outright 
failure. This article is directed to 
those candidates who usually fall into 
the borderline area with the hope 
that it will enable them to plan now 
to gain more marks per paper. 


Examination tactics is another way 
of saying that a candidate must have 
a plan of attack or procedure so that 
he makes the best use of his examina- 
tion time. An elementary tactic is to 
allocate the time roughly in propor- 
tion to the marks and spend only the 
allotted time on each question. 

Examination technique is basically 
the organization of the answers to 
the questions in order to present a 
fair picture of the candidate’s actual 
ability. A sure way to acquire tech- 
nique is to set up self-imposed exam- 
ination conditions and practise work- 
ing out the examination papers of 
prior years. There is no better way 
to acquire skills in dealing with the 
actual examination. 

Upon the examiners rests the re- 
sponsibility of determining whether 
or not the candidate is worthy of the 
designation he is seeking, and the 
candidate can rest assured that new 
subjects, the ever-expanding horizon 
of the chartered accountant and the 
race against time will all be fully 
taken into consideration provided he 
shows unmistakenly that he prepared 
for the examination by adequate 
study and that he can use his ability 
and examination technique to the 
best advantage. 

In every examination, nearly half 
the candidates turn in papers that do 
not give a fair picture of their actual 
ability. The majority fall short of 
a satisfactory standard in their use of 
English and in their ability to express 
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themselves clearly. This is not 
peculiar to this day and age, such 
comments are not new, and similar 
complaints have been heard from 
other professional bodies. The candi- 
date who is deficient in the ability 
to write clearly and forcefully should 
at least strive for better organization 
of his answers. His answers will be 
clearer by using short sentences and 
short paragraphs, and the outline 
form wherever applicable. He should 
avoid a large quantity of words. 

Borderline papers are very often 
“sloppy”, and financial statements 
included by these candidates do not 
give proper consideration to form, let 
alone an effective financial presenta- 
tion. Answers requiring schedules or 
statements are usually submitted in 
an unorganized mass of detail. 


In general, the following points 
should be kept in mind: 

Extremely brief answers, no matter 
how well directed to the principal 
points involved, are risky. Too much 
may be omitted and there is a danger 
that the brief statement is not clear. 

The answer should not “ramble”, 
and a common weakness is that many 
answers contain contradictions with- 
in themselves. 

Legibility is vital; an examiner does 
not expect a study in penmanship, 
but with over 6,000 papers to be 
marked, the legible answers are a 
welcome “break”. 

Financial statements should be pre- 
pared in a professional manner with 
due regard to: 

1. Neatness and form 
Classification and terminology 
Specific legal requirements 
Basic principles of good ac- 
counting. 

Statements or schedules, when 
called for, should be submitted in 
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this form. Far too many students 
present such answers in an unorgan- 
ized mass of detail. 


A special word may be said to the 
slow writer or worker. Such students 
will have to cut corners and should 
stick strictly to their rough allotment 
of time per question. A pass cannot 
be gained by full marks on a few 
questions, it is often better to gain 
some marks on every question. The 
slow worker, while striving for neat- 
ness, can save time by omitting frills 
such as underlining headings. 


It has been said that success in the 
examination room is a matter of tem- 
perament and that some students can 
achieve success with the minimum 
of effort while others are apt to give 
way to nerves and to forget what 
they do know. A few students do get 
upset and do not complete the exam- 
ination, and this points up the need 
to be in good physical condition. The 
wise student will arrange his work so 
that studies are not only varied, but 
are mixed with intervals of rest and 
recreation. 


It is hoped that this article will 
help the 1961 candidates in their 
pursuit of a pass. It is certain that 
if attention is paid to this short sum- 
mary of common weaknesses, many 
who perhaps would otherwise fail 
may secure the coveted designated 
gt 
(Mr. Kidd has been chairman of the Board 
of Examiners-in-Chief for the past four 
years.—Ed. ) 


ALTERNATE METHOD FOR SOLVING 
FUNDS STATEMENT PROBLEMS 


Melvin C. Zwaig, B.Com., 
Riddell, Stead, Graham & Hutchison 


One of the several methods that 
can be used for solving funds state- 
ment problems is the “T” account 
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method as described by J. R. E. 
Parker, C.A. (CCA, January 1961). 
A variation of this method that util- 
izes a simplified work sheet is de- 
scribed in the following with the hope 
that it will provide a useful supple- 
ment to Mr. Parker’s article. 


As is the case in the “T” account 
method, the simplified work sheet 
method stresses the reconstruction of 
transaction entries in essentially the 
same form as originally recorded in 
the books of account. The method 
thus eliminates the need for the re- 
versing or reclassifying entries that 
characterize certain other methods 
for solving funds statement problems. 


The problem selected by Mr. 
Parker in his article will serve to 
illustrate the application of the sim- 
plified work sheet method. To facili- 
tate comparison of the two methods 
the abbreviated solution that is pre- 
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sented herein utilizes the same folio 
number references used by Mr. 
Parker. 

The procedure for solving funds 
statement problems using the simpli- 
fied work sheet approach is as fol- 
lows: 


1. Prepare a work sheet with a 
column for the non-current bal- 
ance sheet accounts as at the be- 
ginning of the period under re- 
view, two columns in which are 
recorded the transactions for the 
period, and a column for the non- 
current balance sheet accounts as 
at the end of the period. 

. The account title “working capital” 
is substituted for the individual 
asset and liability accounts on the 
work sheet. 

. All items apearing on the income 
statement that do not involve 
funds, together with all current 

Continued on page 490 


Y CO LTD. 


Work SHEET FOR STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
Year ended September 30, 1956 


Assets other than current 


Investments 

Investment in subsidiary company 
Non-current advances to subsidiary 
Sinking fund cash held by trustee 
Land 

Buildings 

Accumulated depreciation — buildings 


Equipment 


Accumulated depreciation—equipment (160,000) 15,000( 7) 


Patent rights 
Organization expenses 
Bond discount & expense 


1955 


Cash surrender value of life ins. policy 25,000 
223,000 
175,000 


5,000 
150,000 
450,000 
(92,000 ) 


502,000 250,000( 6) 


50,000 
150,000 


1956 


30,000 
300,000 


Debit 


5,000( 18) 
300,000( 2) 
18,000( 4) 
25,000( 19) 
50,000( 8) 
20,000( 5) 
100,000( 5) 


Credit 


223,000( 1) 
3,000( 3) 


48,000( 9) 


28,000( 5) 
28,000( 20) 
25,000( 7) 
118,000( 5) 

85,000( 20) 
60,000( 5) 
2,000( 21) 
10,000( 16) 
7,500( 22) 
2,000( 9) 


20,000( 12) 18,000 
40,000 
500( 10) 


4,000( 11) 


1,343,000 
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Liabilities (other than current) and 
working capital 
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First mortgage bonds serial “A” 100,000 50,000( 9) 50,000 
First mortgage bonds serial “B” 300,000 100,000(11) 400,000 
Capital stock — preference shares 400,000 50,000(13) 450,000 
Capital stock — common shares 700,000 20,000(12) 720,000 
Premium on issuance of preference 
shares 6,000 1,000( 13) 7,000 
Increment arising from appraisal of 
fixed assets 150,000( 5) 150,000 
Reserve for contingencies 50,000 25,000(14) 25,000 
Earned surplus 344,000  10,000(16) 150,000(15) 419,600 
64,400(17) 
Working capital (557,000) (474,600) 
Sale of investments 220,000( 1) 


Loss on sale of investments 
Purchase of investments 
Dividends rec’d — subsidiary 
Subsidiary profit 
Purchase — additional equipment 
Sale — equipment 
Gain on sale of equipment 
Deposited — Sinking Fund Trustee 
Sale of serial “B” bonds for 96 
Sale of preferred shares 
Costs — damage suit 
Net income for year 
Dividends paid & payable 
Increase in C.S.V. 
Advances to subsidiaries 
Depreciation charges 
Amortization — patent rights 

— bond discount 
Profit — bond retirement 










3,000( 1) 
300,000( 2) 
3,000( 3) 
18,000( 4) 
250,000( 6) | 
12,000( 7) 
2,000( 7)| 
50,000( 8) 
96,000( 11) 
51,000( 13) 
25,000( 4) 
150,000(15) 
64,400(17) 
5,000( 18) 
25,000( 19) 
113,000(20) 
2,000( 21) 
7,500(22) 
500(10) 
1,343,000 657,500 739,900 _1,747,000 


Balance 


(1) Sale of investments 

(2) Purchase of investments 

(3) Dividends received from subsidiary 
company 

(4) Profit from subsidiary 

(5) Adjustment of fixed asset accounts on 
the basis of an appraisal 

(6) Purchase of additional equipment 

(7) Sale of equipment 

(8) Deposit made with trustee 

(9) Purchase of serial “A” bonds 

(10) Profit on retirement of bonds 

(11) Sale of serial “B” bonds for 96 


82,400 


739,900 739,900 


(12) Issuance of capital stock for patent 
rights taken over 

(13) Issuance of 500 preference shares 

(14) Costs in connection with a damage 
suit 

(15) Net income for the year 

(16) Organization expenses written off 

(17) Dividends paid and payable 

(18) Increase in cash surrender value 

(19) Advances to subsidiary 

(20) Depreciation charges for the period 

(21) Amortization of patent rights 

(22) Amortization of bond discount 
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asset and current liability items, 
are debited or credited as appro- 
priate to the working capital ac- 
count on the work sheet. 
Let us follow the entries for some 
of the transactions: 
(i) The company sold all its investments 
for $220,000 and invested $300,000 in secur- 
ities providing a higher rate of return. 


1. Working capital 220,000 

Working capital 3,000 
Investments 223,000 

2. Investments 300,000 
Working capital 300,000 


(ii) Dividends of $3,000 received from 
the subsidiary company were credited 
to “Investment in subsidiary company.” 
The Y Co. Ltd.’s share of the sub- 
sidiary’s net profit for the year — 
$18,000 — was charged to this account 
and credited to “Sundry Income”. 

3. Working capital 3,000 
Investment in subsidiary 


company 3,000 
4, Investment in subsidiary 

company 18,000 

Working capital 18,000 


After all the information presented 
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in the problem has been posted to 
the work sheet, an analysis of the 
unexplained balances in the compara- 
tive balance sheets will reveal the 
hidden transactions. By way of ex- 
ample, analysis of the account “cash 
surrender value of life insurance 
policy” indicates an unexplained in- 
crease of $5,000. This hidden trans- 
action is recorded as follows: 
18. C.S.V. Life insurance 5,000 
Working capital 5,000 
Analysis of the account “non-cur- 
rent advances to subsidiary company” 
reveals an unexplained increase of 
$25,000, recorded as follows: 
19. Non-current advances to 
subsidiary company 25,000 
Working capital 25,000 
The analysis for hidden transactions 
and the subsequent posting of these 
transactions to the work sheet will 
horizontally prove out each account 
appearing on the work sheet. The 
source and application of funds state- 
ment is then prepared from the in- 
formation contained in the ruled off 
section of the work sheet. 


Reference for Further Reading 
Gregory, R. H., “A Simplified Working Sheet for Solving Funds Statement Problems,” 


CCA, May 1952, p. 181. 





FINANCE AND ACCOUNTING 


J. V. Poapst, M.Com., Assistant Professor 
(Economics and Finance) 


School of Business, University of Toronto. 


Finance and accounting are related 
but not synonymous subjects. Finance 
is concerned with money, and money 
is the unit of measurement in ac- 
counting. Professionally trained ac- 
countants, as full or part-time em- 
ployees or in a professional capacity, 
manage or help to manage the finan- 
ces of a host of businesses and other 


organizations. The logical route to 
management for the aspiring account- 
ant is through the finance function. 
However, unless one defines account- 
ing as what accountants do, the sub- 
jects cannot be considered synony- 
mous. Finance is concerned with 
money as a medium of exchange 
while accounting is concerned with 
it as a unit of measurement. More 
than a knowledge of accounting is 
required by the financial manager. 
In its modern conception the finance 
function of a business has two main 
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tasks. One is to promote the most 
effective use of the funds the business 
has at its disposal. The other is to 
see that the funds needed to finance 
operations are always available when 
they are wanted. These two tasks, 
generally associated specifically with 
financial management in business, can 
also be viewed as the essential prob- 
lems of financial management in other 
organizations such as households and 
governments. 


The finance function itself is not a 
large user of funds.’ In a_ business 
the large outlays of funds are for 
production and marketing operations. 
Demands for funds emanate largely 
from the managers of these two ac- 
tivities. But the supply of funds is 
limited, and a problem of rationing 
arises. The financial manager pro- 
motes the effective use of funds in 
his role in the rationing process. 


He does not originate proposals for 
spending the firm’s resources so much 
as help rank, by some criterion of 
desirability, the proposals which 
others make. In this way low-ranking 
proposals can be eliminated and 
spending plans cut to fit the supply 


1 Whether this is the case in financial en- 
terprises such as banks depends upon one’s 
conception of the finance function. From 
one viewpoint the acquisition and man- 
agement of loans or other non-cash finan- 
cial assets can be classed as marketing and 
production operations. 


2The goal of maximum profits which is 
the economist’s criterion for decision mak- 
ing has been attacked frequently in recent 
years. See, for example, H. A. Simon, 
“Theories of Decision-Making in Econ- 
omics”, American Economic Review, June, 
1959, pp. 262-267; R. N. Anthony, “The 
Trouble with Profit Maximization”, Harvard 
Business Review, November-December, 
1960, pp. 126-134; and C. A. Ashley, 
“Maximization of Profit”, The Canadian 
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of funds which can be obtained to 
finance them. 

Organizations obtain funds _ to 
finance their activities from two types 
of sources: internal and external. In- 
ternal financing is largely financing 
out of revenues. In business enter- 
prises the raising of such funds is 
the direct responsibility of the mar- 
keting function rather than the finance 
function. The latter, however, must 
be concerned with the question of 
how much of the funds generated 
internally should be retained in the 
business and how much should be 
paid out to those who are financing 
the enterprise. External financing is 
another matter. Here the finance func- 
tion has its own marketing problem: 
marketing “the organization” among 
the suppliers of short and long-term 
capital. There are problems of deter- 
mining the design, size and timing 
of financing operations. Problems of 
design are usually greatest in the field 
of corporate business where the great- 
est variety of financing devices are in 
use. 

In our economic system the basic 
criterion for business decision making 
is “profit”? The basis for ranking 





Journal of Economics and Political Science, 
February, 1961, pp. 91-97. While some 
of the criticism of the use of the profit- 
maximization objective is not without 
foundation, much of it appears wrong. 
Some critics seem not to recognize that 
the routes to profit maximization have 
changed over the decades and can be 
quite circuitous. Others seem to presume 
that the language of the board room must 
be the same as the language of corporate 
public relations. Also, the fact that busi- 
ness men may be ignorant of some of 
the means of maximizing profits does not 
deny the realism of the objective. The test 
is in how they react upon learning the 
ways of increasing profits. The critics have 
now advanced a better, workable objec- 
tive. 











492 THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1961 


spending proposals is their prospec- 
tive contribution to profit. The basis 
for choosing the means of financing 
and the proportions in which to com- 
bine them is the effect upon the rate 
of return to the owners. Funds are 
allotted most effectively and obtained 
most effectively when profits are 
maximized. 

Financial management can contri- 
bute to the realization of profits in 
several ways. Wedded neither to mar- 
keting nor to production, it is in a 
position to promote the most profit- 
able compromise of the not altogether 
compatible interests of increasing 
revenues on the one hand and lower- 
ing costs per unit of output on the 
other. To determine the most profit- 
able volume and distribution of out- 
lays, it is necessary to measure all 
costs associated with each type of 
outlay, including costs of financing 
any asset holdings which they entail. 

The provision of funds when they 
are wanted also contributes to pro- 
fits. By seeing that the enterprise can 
pay its bills as they fall due, the 
finance function preserves the right 
of the enterprise to pursue the profit 
objective. Difficulty in meeting bills 
as they fall due impairs the efficiency 
of marketing and production opera- 
tions; failure leads to insolvency and 
in the extreme case to bankruptcy. 
Providing funds when they are 
wanted is not a static problem. If 
funds are not available to finance 
profit-making opportunities as they 
arise, profits will be less than they 
might be. 

Finally, there is the matter of the 
terms upon which funds are obtained. 
The closer the financial manager gets 
to financing upon optimum terms and 
conditions the higher profits will be. 
The costs of financing are volatile; 
good timing in fund-raising activities 
is important in minimizing them. 


What part does accounting play in 
these activities? Obviously, it is an 
important one wherever revenues and 
costs can be allocated to particular 
activities with some degree of ac- 
curacy. Both the historical financial 
record and its projection into the 
future (budgets) which the account- 
ant prepares are basic tools in policy 
making. They serve in both the ad- 
ministrative tasks of financial plan- 
ning and control. As in other areas 
of applied statistics, it is not unusual 
for the producer of the figures to be 
useful in interpreting them and draw- 
ing inferences from them. 


Accounting knowledge needs to be 
supplemented for financial manage- 
ment. There are two basic reasons for 
this: one is that accounting conven- 
tions and postulates are partly in- 
adequate or unsuitable guides for the 
purpose of maximizing the rate of 
return to the owners. The second is 
that accounting is internally orient- 
ated. Developments with important 
implications to a business take place 
in its financial environment. Account- 
ing is of little use in analyzing and 
forecasting prospective changes in the 
financial environment.® 


Several instances can be cited in 
which basic accounting concepts are 
not altogether suited to the process 
of promoting the most profitable use 
of funds in a business. One is that 
basic accounting methods do not pro- 
vide for a very important type of cost, 
i.e. opportunity cost. Nothing is really 
free if it can be used profitably in 
some way. Thus, for example, internal 
sources of funds, whether accounted 
as retained profits or reflecting non- 
cash charges, are not a free source 


3 Social accounting systems developed by 
economists play an important role in en- 
vironmental analysis. 
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of funds since they can be put to 
work to earn something. 


Complete adherence to accounting 
practices can impede sound capital 
budgeting. Some costs such as ad- 
vertising and research expenditures, 
which accountants are prone to view 
as current expenses, at times should 
be treated as capital outlays. 


Perhaps the most common current 
illustrations of inadequacies of ac- 
counting conventions for meeting cer- 
tain problems in financial manage- 
ment are to be found in discussions 
of the own-or-lease-question. Among 
the advantages claimed for leasing, 
in articles in this journal and else- 
where, are the following. Leasing (1) 
conserves funds for expansion, (2) 
avoids tieing up in fixed assets funds 
that could be used more profitably 
in other ways, (3) increases asset 
turnover, and (4) provides “100%” 
creditor financing. All these claims are 
false, meaningless or open to major 
qualification. 


Much of the ill-founded or distorted 
thinking about the own-or-lease ques- 
tion stems from the presumption that 
the assets of a business, as reported 
in the conventional balance sheet, 
measure the capital resources at the 
enterprise's disposal. When resources 
are acquired through leasing, this is 
simply not so. The fact that they are 
not reported obviously does not deny 
their presence. 

There is very little in the conven- 
tional accounting training that is 
of assistance in analyzing develop- 
ments in the financial system which 
may have implications for the ac- 
tivities of the firm. The accountant’s 
analytical tools, for example, are not 
designed to provide any clues as to 
whether easy or tight money condi- 
tions might prevail during the period 
ahead. Yet these conditions have im- 
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portant implications to the cost of 
funds and their availability from both 
internal and external sources. The 
economist’s tools are needed in en- 
vironmental analysis. 

The emphasis of the above para- 
graphs upon the inadequacies of ac- 
counting for financial management 
may seem negative from the student- 
accountant’s viewpoint. That is not 
the intention, however. It is merely 
assumed that to such students the 
basic values of accounting are self- 
evident. 


NOTES AND COMMENTS 


This Department 

Since the July 1961 issue of the 
magazine will be a special anniver- 
sary one, this Department will not 
appear that month. 


Our next issue will be in Septem- 
ber, and will mark two changes. First, 
the name of this section will be 
Education and Training; secondly, 
publication will be monthly from Sep- 
tember to June. We hope, through 
this increased frequency of appear- 
ance, that this section will also in- 
crease in its value to all students; 
publication will coincide with the 
period of the Institutes’ courses, and 
we will offer various series of articles 
designed to complement these courses 
together with other material of an 
educational nature. As always, com- 
ments from readers will be welcome, 
and published, if of general interest. 


Une édition spéciale anniversaire 
de la revue sera publiée au mois de 
juillet 1961 et la section réservée aux 
étudiants sera omise. Notre prochaine 
édition de cette section paraitra en 
septembre et comportera deux 
changements. Dorénavant elle sera 
intitulée “Education and Training” et 
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paraitra chaque mois, de septembre 
a juin. Sa publication plus fréquente 
coincidera avec les cours des Instituts 
et comprendra plusieurs séries d’ar- 
ticles se rapportant tant aux sujets 
traités 4 ces cours, qu’a la formation 
générale. Nous espérons que les 
étudiants en profiteront davantage. 
De nouveau, les lecteurs sont invités 
a nous faire parvenir leurs commen- 
taires que nous publierons, si jugés 
dintérét général. 


To Examination Candidates 


May we offer you our sincere 
wishes for success in the forthcoming 
June examinations. 


To those not aware of the booklet 
“C.A. Examinations in Canada”, we 
commend it to your attention; it may 
be obtained by remitting 50c to the 
C.1.C.A., 69 Bloor St. E., Toronto 5. 


Corrections 
In Mr. John R. E. Parker’s article (Jan- 
uary 1961) on solving fund statement prob- 
lems, there were three errors which we 
wish to correct here for the benefit of any- 
one who was confused thereby. The errors 


s Printed 





Non-current Advances 
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Aux candidats aux examens: 


Nous désirons vous offrir nos voeux 
de succés aux examens de juin. A 
ceux qui ne connaissent pas la bro- 
chure “C.A. Examinations in Canada”, 
nous rappelons qu'elle peut étre ob- 
tenue de I'Institut Canadien des 
Comptables Agréés, moyennant la 
somme de 50c. 


“Education and Professional 
Training” 

We note with pleasure the intro- 
duction in January of a new section 
of The Journal of Accountancy, called 
Education and Professional Training 
and extend to Wilton T. Anderson 
and his contributing editors our best 
wishes for success in their endeavours 
to fill the important needs of students 
as outlined in Chas. E. Noyes’s intro- 
ductory remarks. 


appeared in the ledger accounts, on pages 
99 and 100. 

(In addition, we regret the name “Muir” 
appeared instead of the correct name 
“Meier” in the second book under “Refer- 
ences for Further Reading”. ) 
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NEWS OF 


Alberta 


P. P. Seidel, C.A. has been appointed to 
the executive board of McArthur Furniture 
(Alberta) Ltd., Calgary. 

Deloitte Plender Haskins & Sells, Chart- 
ered Accountants, announce the removal of 
their offices to 302-320 Seventh Ave. S.W., 
Calgary. 


British Columbia 


D. G. Laird, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 1575 West Georgia St., Vancouver 5. 


Helliwell, Maclachlan & Co., Chartered 
Accountants, announce the removal of their 
Vancouver office to the Fidelity Life Bldg., 
1112 West Pender St., Vancouver 1. 


J. W. Naylor, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 210, 678 Howe St., Vancou- 
ver 1. 


A. P. Gardner & Co., Chartered Account- 
ants, announce the admission to partner- 
ship of R. H. Beattie, C.A. and A. R. Gil- 
lon, C.A., Prince George, and Robert Craw- 
ford, C.A., Vancouver. 

R. K. Dybhavn, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 1, 1396 Fifth Ave., Prince 
George. 

H. J. B. Macdougall, C.A. announces the 
removal of his offices to the Ridgemont 
Chrysler Bldg., Ste. 4, 1171 Marine Drive, 
North Vancouver. 

Dickerson & Phillips, Chartered Account- 
ants, announce the removal of their offices 
to 1379 Kingsway, Vancouver 10. 

James M. Dunwoody & Co., Chartered 
Accountants, 602 West Hastings St., Van- 
couver, announce the admission to partner- 
ship of W. F. G. Punter, C.A. 


Manitoba 


W. Blenkarn, C.A. announces the opening 
of offices for the practice of his profession 
at 20 First St. N.W. and 63 Cochrane St. 
S.W., Portage la Prairie. 
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MEMBERS 


Newfoundland 

G. C. Baird, C.A. and D. R. Baird, C.A. 
announce the formation of a partnership for 
the practice of their profession under the 
firm name of Baird & Baird, Chartered Ac- 


countants, with offices at Baird’s Cove, 


Water St., St. John’s. 


Nova Scotia 

E. Allan Jost & Co., Chartered Ac- 
countants, 195 Charlotte St., Sydney, and 
16 Union St., Glace Bay, announce the ad- 
mission to partnership of R. E. Pace, C.A. 


Ontario 

George Moller, C.A., vice-president and 
secretary-treasurer of H. H. Robertson Co. 
Ltd., has been appointed vice-president and 
treasurer of Robertson-Irwin Ltd. and vice- 
president and secretary-treasurer of Robert- 
steel (Canada) Ltd., Hamilton. He con- 
tinues as a director of all three companies. 

E. A. Graydon, C.A., formerly a director 
and vice-president at Toronto of The Mexi- 
can Light and Power Co. Ltd., has retired 
from active duties with the company after 
32 years of service. G. L. Stewart, C.A., 
secretary of the company, is in charge at 
Toronto office. 

Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of J. E. Ford, C.A., E. A. C. Free- 
man-Attwood, C.A., D. Gardner, C.A. and 
M. E. Wright, C.A. in their Toronto office. 


Peat, Marwick, Mitchell & Co., Chart- 
ered Accountants, announce the removal of 
their Toronto offices to the Prudential Bldg., 
King and Yonge Sts., Toronto 1. 

I. L. Rosen, C.A. announces the opening 


of an office for the practice of his profession 
at Ste. 501, 57 Bloor St. W., Toronto 5. 


Quebec 


Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the removal of their 
Montreal office to the Toronto-Dominion 
Bank Bldg., Victoria Sq., and the admission 
to partnership of J. B. Gick, C.A., J. D. 
Morrison, C.A. and E. Stamp, C.A. 
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YOUR TELEPHONE COMPANY 
CARRIES JUST ONE LINE... 


COMMUNICATIONS 


and it’s a complete package! 





NOT EVERY BUSINESSMAN NECESSARILY KNOWS 
WHETHER OR NOT HE HAS COMMUNICATION 
PROBLEMS. What many businessmen have discovered 
is the fact that not just some, but a//, of the types of 
communications they need are available from one source 
+». your telephone company. 

Your telephone company has built and maintains 
the most comprehensive communication network in the 
world. It is a vast interlocking complexity of microwave 
and line facilities that literally puts the world at your 
fingertips. 





TELEPHONE 
COMPANY 
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TRANS-CANADA 
Supplying ever-wider horizons in communications... 


You can use a small, medium or large piece of this 
network...for any and all communication needs, whether 
it be to speak, write, see or control... for the transmission 
of words, voice, picture or data. 

To “plug in” on this network—whether it be for the 
most complex data processing requirement, or simplest 
teletype installation, even within the same city—call the 
business communications office of your telephone com- 
pany—specialist in one important field only—complete 
communications. 


. iiiiaes.. 
TELEMETERING 





FACSIMILE 


TELEPHONE SYSTEM 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 
necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and Telephone 
Company, Limited — The New Brunswick Telephone Company, Limited — 
The Bell Telephone Company of Canada — Manitoba Telephone System — 
Saskatchewan Government Telephones — Alberta Government Telephones — 
British Columbia Telephone Company. 
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Jean Lanctét, C.A., professeur agrégé a 
la Faculté de Commerce de |Université de 
Sherbrooke et responsable de la division des 
sciences comptables, vient d’étre nommé 
membre du Conseil de la Faculté. 

P. E. Addison, C.A. announces the open- 


ing of an office for the practice of his pro- 
fession at 1231 Notre-Dame St., Lachine. 


Angers, Martel & Co., Chartered Account- 
ants, announce the removal of their offices 
to 760 Grande Allee St. E., Quebec 4. 


INSTITUTE NOTES 





B.C. INSTITUTE 

1961 Annual Meeting: For the first time in 
56 years, the B.C. Institute will hold its 
annual meeting at an Interior B.C. centre. 
The blue waters and sandy beach of Okana- 
gan Lake will resound as Institute mem- 
bers descend on Kelowna for several days 
of golfing, boating, swimming as well as 
business and technical sessions. The Capri 
Motor Inn will serve as headquarters 
for the convention, and activities will get 
underway on Thursday afternoon, June 15, 
with golfing. Friday, June 16, will be 
given over to technical sessions and even- 
ing festivities, while the annual general 
meeting will be held on Saturday morn- 
ing, June 17. E. A. Campbell of Kelow- 
na is chairman of the Annual Meeting Com- 
mittee. 

C.A. Club of Vancouver: Recent C.A. Club 
luncheon speakers have been J. S. Tyhurst, 
M.D., professor and head of the department 
of psychiatry, U.B.C. on March 7, and Leslie 
Wong, M.B.A., chairman of the finance div- 
ision, faculty of Commerce and Business 
Administration, U.B.C. on April 4. 

W. C. Mainwairing, president of the Peace 
River Power Development Co. Ltd., will 
address the club on “Peace River Power 
and Northern Development” on May 2. 

The second annual golf tournament and 
stag will be held Friday, May 5 at the 
Seymour Golf and Country Club. 


ONTARIO INSTITUTE 
Minimum Entrance Requirements: Over the 
past 18 months the Applications Committee 
has carried out a study of the examination 
performance of Grade XIII entrants who 
have registered in the past ten years. This 
research has indicated conclusively that 


students with poor standings in their Grade 
XIII examinations have contributed dispro- 
portionately to the failure rate on Institute 
examinations. The committee’s findings 
were reported to the Council as a result 
of which Council has agreed in principle 
that the minimum entrance standards for 
students registering with the Institute on 
and after October 1, 1961, will be an aver- 
age of 60% across eight Grade XIII papers. 
The present 60% minimum requirement in al- 
gebra is not to be maintained, but algebra 
or, alternatively, two mathematics papers 
will still be required as part of the eight 
papers offered, as well as English composi- 
tion and English literature which remain 
compulsory. The Council intends to amend 
the existing regulation under by-law 34 to 
make provision for the new standards, and 
will place this regulation before the annual 
meeting of the members on June 15, 1961, 
for consideration. 


Members’ Dinner-Dance 1961: This func- 
tion was originally booked for the Canadian 
Room of the Royal York Hotel for Fri- 
day, December 1. However, as the Grey 
Cup match is to be played in Toronto on 
December 2, the Hotel found it necessary 
to cancel the reservation. In seeking al- 
ternative accommodation it was necessary to 
change from the original date, and the dance 
is now booked in the Arcadian Court of the 
Robert Simpson Company for Friday, No- 
vember 24. Again it will take the form of 
a buffet dinner and dance, and dress will be 
black or white tie. With the presentation 
of certificates to new members taking place 
in the afternoon of November 24, it is ex- 
pected that the dance will be very well sup- 
ported as a natural follow-up to the gradua- 
tion ceremony. Ticket sales will have to 
be limited to 750, which is the capacity of 





61 


ro- 


nt- 


Ces 


ult 





INSTITUTE NOTES 


the Arcadian Court. Invitations with com- 
plete details will be issued closer to the date 
of the function. 


Membership Fees: The Canadian Institute 
has embarked upon a program of continuing 
education which is estimated to cost in the 
initial years approximately $40,000 annually. 
In 1961-62 this amount will be charged to 
the provincial Institutes by way of a pro- 
rata levy according to membership. In ad- 
dition, the whole public relations philosophy 
of the Canadian Institute will be considered 
at the May Council meeting of the CICA. 
If the recommendations of the CICA Pub- 
lic Relations Committee are endorsed by the 
Council, estimated expenditures of between 
$36,000 and $48,000 will also be allocated 
in 1961-62 to the provincial Institutes on a 
per member levy basis. To get away from 
intermittent levies, the CICA Council will 
also be asked in May to approve a fee in- 
crease payable to the CICA by the provin- 
cial Institutes in respect of each member. 
Presently the fee is at the rate of $10 per 
member plus $4 annual subscription for the 
magazine. The proposal is to increase this 
fee to $20 per member plus $4 per member 
for the magazine. 


Faced with the necessity to find funds to 
meet these levies in 1961-62 and a perma- 
nent fee increase in 1962-63, the Ontario 
Institute Council has authorized the execu- 
tive to study the Institute’s finances with a 
view to recommending a fee structure which 
will meet the increased charges from 
the CICA and the Ontario Institute’s op- 
erating costs which continue to rise. The 
Council hopes that it may be able to bring 
recommendations to the annual meeting in 


$100.000 


ANNUAL 


OCCIDENTAL LIFE 


1560 Bayview Ave., Toronto 17, Ont. 


TERM e LIFE e DISABILITY 
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June, but failing this, the question of fees 
would have to be considered at a special 
meeting of the members in the fall. 


GEORGIAN BAY ASSOCIATION 
FORMED 

On March 4 Ontario chartered account- 
ants from Orillia, Barrie, Newmarket, Col- 
lingwood, Owen Sound, Walkerton and 
Hanover met in Owen Sound and formed 
the Georgian Bay District Chartered Ac- 
countants Association. Charles Gaviller of 
Owen Sound was elected president, Maurice 
MacLaren of Barrie was chosen vice-presi- 
dent, with William Brown of Owen Sound 
as secretary-treasurer. J. H. Silverthorn of 
Barrie and J. Aldersley of Hanover were 

elected directors of the new association. 


B.C. STUDENTS 

At the first meeting of the new Council 
of the Students Society of the B.C. Institute, 
held on March 8, Norm MacKinnon was 
elected president and Don Clark vice-presi- 
dent. Other officers are Terry Smythe, sec- 
retary; Rick Watts, treasurer; Ed Lye, pub- 
lic relations; Bob Brown and Ron Topping, 
entertainment. 


ONTARIO STUDENTS 

One hundred and twenty Ontario stu- 
dents planning to write the intermediate 
and final examinations in June have enrolled 
in the second annual pre-examination school 
at the University of Toronto for two weeks 
during May. Coordinators of the course are 
Professors Frank Beard and Barry Coutts 
of the University of Toronto. The remain- 
ing lecturers are all members of the Insti- 
tute who have all participated previously in 
student training programs. 


LIFE INSURANCE 


(25-year reducing convertible 
term insurance) 


PREMIUMS 


$524.30 
789.50 


ADDITIONAL BENEFITS—non-cancellable total disability income and addi- 
tional accident indemnity available for the above plan at a low extra premium. 


VAL TAYLOR 


“Term Insurance on the 
Best Terms” 


Phone 487-1581 
e GROUP a AGENCY OPENINGS 








CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted $7.00 per column inch; Positions offered, 
$10.00 per column inch; Professional opportunities, $15.00 
per column inch; 
Semi-display rate, $17.00 per column inch. 


Closing date is 11th of preceding month. 


FIRM OF CHARTERED accountants, 
licensed trustees, wishing to expand, desires 
to purchase accounting practices in Southern 
Ontario on any of the following plans: 1. 
Outright purchase of retiring practitioner; 
2. Purchase of partnership interest; 3. Out- 
right purchase of practice and retention of 
any or all of staff; 4. Amalgamation; 5. In 
any other feasible manner. All replies held 
in strictest confidence. Box 328, 


OUTRIGHT SALE or partners wanted; Ac- 
counting practice, Toronto. $50,000 gross, 
state cash available. Box 329. 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium-sized 
accounting practice. Box 330. 


PRACTICES WANTED, Metro Toronto, up 
to $60,000. Rosenthal, Rosenthal & Co.. 
LE 1-2535. 


PRACTICE WANTED: Chartered account- 
ant wishes to purchase practice in Ontario 
grossing $10,000 — $25,000. All replies 
confidential. Box 339. 


AUDITOR: STARTING Salary to $8,000. 
Holding company of national manufactur- 
ing organization requires young C.A. as in- 
ternal auditor of Toronto subsidiaries. Must 
be capable of working independently and 
dealing with management. Employer con- 
tact will be made only after initial inter- 
view. Box 335. 


INTERMEDIATE STUDENTS required by 
rapidly expanding medium-sized firm of 
chartered accountants in Montreal. Excel- 
lent opportunity for advancement. Reply to 
Box 334. 


YOUNG C.A., B.Com., presently in senior 
accounting position desires position as con- 
troller in petroleum or mining industries or 
in a financial house. Growth potential main 
consideration. Box 333. 














ASSISTANT PROFESSOR, Faculty of 
Commerce, University of Alberta: Required 
to teach and do research in the areas of 
administration, personnel management and 
industrial relations. Applicants must be 
able to work and maintain liaison with pro- 
fessional associations and other departments 
of the University. 


Qualifications — a minimum of three years 
experience in personnel work. Post-gradu- 
ate work in business administration and/or 
industrial relations preferred. Salary — 
$6,500-$7,000. 


Applications stating age, marital status, 
other relevant personal information, par- 
ticulars of qualifications and_ teaching 
and other experience including a_trans- 
script of academic record, names and ad- 
dresses of persons to whom references may 
be made and accompanied by a recent 
photograph should be forwarded not later 
than May 31, 1961. This information should 
be sent to: Hu Harries — Dean, Faculty 
of Commerce, University of Alberta, Ed- 
monton, Alberta. 


ACCOUNTING INSTRUCTOR. The Uni- 
versity of British Columbia invites applica- 
tions for appointment as an accounting in- 
structor from persons, holding a professional 
accounting certificate, who are qualified to 
pursue post-graduate training towards a 
D.B.A. or Ph.D. degree. Appointment to 
be made from July 1, 1961. Applications, 
giving a complete curriculum vitae, refer- 
ences, and the evidence of a distinguished 
academic record, should be addressed to: 
Dean G. Neil Perry, Faculty of Commerce 
and Business Administration, University of 
British Columbia, Vancouver 8, B.C. 


CHARTERED ACCOUNTANT: Toronto, 
(Jewish) — 1959 graduate, with small prac- 
tice, desires position with established firm 
of chartered accountants. Box 336, 
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C.A. OR C.P.A. under 30 for head office of 
Life Insurance Company. A real opportunity 
to be associated with systems developed 
around a large scale electronic data proces- 
sing installation and its operation. Must be 
managerial calibre. Forward full details as 
to age, education and practical experience 
to Box 338. 


POSITION AVAILABLE, in Ontario for 
recently qualified C.A.; leading to a part- 
nership. Box 331. 


RECENT GRADUATE required by firm of 
chartered accountants practising in Hamil- 
ton, Bermuda. Positions also available for 
several students eligible to enroll in fourth 
or fifth year of Queen’s course. Address re- 
plies in own hand writing, giving full par- 
ticulars to Box 340. 





CHARTERED ACCOUNTANT with ability 
to expand existing practice required by 
medium sized firm, Toronto. Box 332. 


CHARTERED ACCOUNTANT, age 30, 
available during university summer recess 
from about June 1, 1961 to middle of Sep- 
tember 1961. Toronto area. Box 337. 


TYPEWRITERS: Remington, Underwood, 
Royal, Standard regularly new $195.00, now 
$39.50. Remington and Underwood Noise- 
less (all features) with typing desk $59.50. 
New portables with deluxe carrying case, 
$49.50. Adding machine, adds to $99,999.- 
99, subtracts, $19.95. Chequewriters $19.95. 
Fully guaranteed. Deposit $5.00, balance 
C.O.D. Immediate shipment. Crown 
Typewriter, 1011 Bleury, Montreal, Que. 


ANNUAL CONFERENCE 
The 1961 Annual Conference of 


The Canadian Institute of Chartered Accountants 


ROYAL YORK HOTEL 


TORONTO, ONTARIO 


September 24-27 


Details of the technical and social programmes will be mailed 


to members at a later date. 


PLAN NOW TO ATTEND 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - = Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 
The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 
302 Bay Street - - - - - + = Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street - - - - - - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - = Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 
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LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 


EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


APPRAISERS 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TRONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzr, P.Enc., M.A.I. L. W. Ray, P.ENc. 
K. Jonnston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 


Inventory Blank, per 50 of either .. $1.00 
and Blank, per 100 of either.. $2.00 


— Available in English or French 
Liability to: Mieth wil. 
Certificates Peenape or angen oilbeet 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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Take a tip from me 


There are more than 300 Imperial 
Bank branches from coast to coast in 
Canada with international banking 
connections throughout the world 
Banking service of the highest order 
is yours at your nearby and convenient 
can be of definite help to you and 
your clients. 


m Imperial Bank branch. This service 
l™ through correspondent banks. Your 
nearby Imperial Bank Manager will 
be pleased to offer you every assist- 


IMPERIAL 


@ BAN K 222 sewer 


Memorandum for: 


CORPORATION TREASURERS. 
Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market”? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 
Limited 
‘TORONTO 
EM. 4-1341 


MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 





Canada} Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 
Dominion Report Service 


& 
NO INSTALLATION CHARGE 


Please write or telephone for further particulars 


CCH  C N Limit 
, ANADIAT IMITED 
RAS ARE RRNA PAMNNWW\MNMNN OM RE ROR MAANHO 


PUBLISHERS OF TOPICAL LAw REPORTS 
1200 Lawrence Ave. W. 1460 Union Ave. 


TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








